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UQM Technologies Inc is developer and manufacturer of power dense high

efficiency electric motors generators and power electronic controllers for the au
tomotive aerospace medical military and industrial markets major emphasis

of the Company is developing products for the alternative
energy technologies

sector including propulsion systems for electric hybrid electric plug-in hybrid

electric and fuel cell electric vehicles under-the-hood power accessories and other

vehicle auxiliaries and distributed power generation applications The Companys

headquarters engineering and product development center and motor manufac

turing operation are located in Frederick Colorado For more information on the

Company please visit its worldwide website at www.uqm.com

urn mE.i

To improve the capability performance and energy efficiency of our custom
ers products by providing them with technologically advanced electric power

systems and components motors generators and power electronic control

lers that are cost effective reliable and of
superior quality creating com

petitive advantage for them and cleaner environment for life on our plan
et

iiiflu JV11

Dollars in thousands
except per

share amounts

Year Ended March 31

2009 2008

Sales 8728 7508

Gross Profit 1766 1077

Research and Development 593 462

Net Loss 4402 4586

Net Loss Per Common Share .17 .18

March 31 2009 March 31 2008

Cash and Short-Term Investments 5794 9766

Working Capital 6641 10510

TotalTerm Debt 417 523

This Report contains statements that constitute forward_looking statements within the meaning of Sec

tion 27A of the Securities Act and Section 21E of the Securities Exchange Act These statements appear in

number ofplaces in this Report and include statements regarding our plans belief or current expectations

including those plans belief
and

expectations of our officers and directors with
respect to among other

things the development of markets for our products and the adequacy of our cash balances and
liquidiiy

to

meet future operating needs Important risk
factors that could cause actual results to

diffir from those con-

tamed in the forwa rd-looking statements are contained in our Form 10-Kfiled on May 21 2009 which

is available through our website at www uqm corn or at www.sec.gov



To OUR SHAREHOLDERS

For the third straight year we achieved double-digit

growth in our total revenue driven by increasing prod
uct sales Total revenue for fiscal 2009 increased 16 per
cent to $8.7 million with product sales

increasing 22

percent to $6 million compared to last
year

As re

sult of
increasing volume and improved productivity

our margins improved and losses decreased Our
gross

profit margins climbed to 20
percent resulting in an in

crease in
gross profit contribution of $.7 million to $1.8

million for the fiscal year

In the face of major recession and declining econo

my we were able to improve our financial performance

Many companies particularly in the automotive sector

have been
reporting large decreases in revenue and in

creasing losses while we experienced the opposite Our
increase in revenue for the fiscal

year was driven by 59

percent increase in unit sales of our two primary electric

and hybrid vehicle propul

sion system products In

terest in and demand for

these products continues

to be
strong

and we are re

sponding to many new requests
for

quotes and propos
als The threat of global warming the likely return of

high fuel
prices the constant reminder of our depen

dence on foreign oil and the expected benefits of the

U.S Governments stimulus
package appear to be ef

fectively motivating vehicle makers and users to keep

vehicle electrification high priority

Production Programs

The economic downturn has had
negative impact

on our conventional actuator motor business We expe
rienced significant decline in shipments of auxiliary

actuator motors to Lippert Components for use in rec

reation vehicles and auxiliary brake actuators to Club

Car that are used in their eight passenger golf carts This

revenue decrease was more than offset by increased rev

enue from our large propulsion systems

In order to meet the increased demand for our large

electric
propulsion systems we took number of

steps

during fiscal
year 2009 to increase our production capa

bility and capacity We expanded our manufacturing or

ganization and installed and are now operating Phase

assembly cell which will
support the production of

over 5000 units per year on one shift of
operation This

semi-automated cell includes sophisticated material

handling system motor final assembly machine and

production tester The cell
occupies about 1800

square
feet and is tooled for two frame size motors covering

power range
from 50 to 200 kW In addition to achiev

ing significant increase in production capacity this

new manufacturing cell has provided major improve

ments in productivity and reductions in assembly costs

contributing to our improved margins Establishing this

manufacturing capability is critically important step in

winning production contracts with our larger customers

and will be key factor in our future success

In the truck market we increased our deliveries of

DC-to-DC converters to Eaton Corporation Our con
verters are part of Eatons hybrid electric propulsion

system which powers medium-duty hybrid trucks in

cluding International Truck and Engine Corporations

DuraStar Hybrid Peterbilt Motor Companys Mod
el 330 and Model 335 hybrids and Freightliner Trucks

Business Class M2e Hybrid In addition to DC-to-DC

converters we have developed companion DC-to-AC

inverter that we expect to move into volume production

to meet the growing demand for onboard and
export

power requirements of hybrid trucks We view Eaton as

strategic customer and
expect to expand the breadth of

components sold to them

now have four dedicated

manufacturing cells our auxiliary actuator motor cell

for Lippert Components and Club Car our auxiliary

compressor motor cell for Keith Products our DC-
to-DC converter cell for Eaton Corporation and our

new large propulsion motor assembly cell

Technology Programs

Despite the world economic slowdown demand for

our electric propulsion systems and related products has

continued to be
strong

driven by an expansion in the

number of all-electric and hybrid electric vehicle plat

forms being developed for potential introduction into

the automobile truck bus and military vehicle mar
kets

In order to meet this growing breadth of applica

tions we have expanded our propulsion system product

offerings In May of 2008 we introduced new 125

kW 167 horsepower propulsion system that is higher

power version of our existing 75 kW propulsion system
The 125 kW

system has the same package size as the 75

kW
system and the highest power density of any of our

propulsion systems In April of 2009 we introduced

new 145 kW 194 horsepower propulsion system by

extending the length of the 125 kW
system by inches

and increasing its weight by 20 lb With these additions

we now offer product family that includes 50 kW 75

kW 125 kW and 145 kW peak power systems in our

smaller 11-inch diameter frame size and 100 kW and

150 kW peak power systems in our larger 16-inch di

ameter frame size allowing us to meet wide
range of

vehicle performance requirements

Our increase in revenue for the fiscal year was driven by
With the addition of

59 percent increase in unit sales of our two primary electrk
our new large propulsion

and hybrid vehi cle propulsion system products motor assembly cell we



In the
issenger automobile rnirlcer we have in

creased our deliveties of
protOtype

uid evalu irion pro

pulsio systems and/or
generat t5 to six international

autorn bile manuf4cturers up om brce lao _arL

\Ve ate also supplying an inc-c ised umber of elect tic

propulsion systems arid/or
gent titors to eight cntrepre

neurial nitomohile developers ip three last year
Several of these companie have an sounced plans to

begin low solume production in 2009 and have tak

en delivery of limited quantties of our systeiv for field

test ng At the Detroit Atito Show held in mid January

2009 seacn electric and hybrid electric vehicles were

displayed which
incorporate QM propulsion systems

and/or
generators

key factor in our growing penetration of the auto

mo irk market has been the tecomiy endation and selec

tion of UQM sys ems by many vehicle inregrators for

use in electric and hybrid electric schicle development

programs nh-it

they are per

forming for

their sehicle

nianufaciur

ing customers

One of ow

niost pt
mi

nent intcrna

tionalh based

in tegrators

Inc re

cci ny introduced Dodge Caliber-based
range

extend

ed electric concept sehicle RcLV powered by UQM
125 propulsion system and 75 kW gener not The

plug-n Ca bet ReEV
concept

Ii xi all-electric
range

of 40 miles does to 60 mph seconds and sas

top speed 0f rnpn Oen it ken or oy 11 and oth

ci in egiators for their customer ide development

grams is clear indicamon ti performance inel

packaping advantages of otir systems
their cisc of ap

pliexu cud the
high lesel of

ipp rt ive ovide otn

custt Nets

Although mi primary foe is ii the truck in rk is

throi gh ou relationship with aton Corporation we

ire also working with both Of and ciii epieneurial

electric aid hybrid electric tick devekpers One of

our cttstomers Flectrorides Tin re .ennls muno teeM

than it develcpi ng an ill-electric walk-itt xan based

on neigh tliner Chassis lhe chicle is pe wered by

LQM Poiverfihase 50 eledtni propulsion system
and

will co nplement Llectrorides /eto truck an all-elec

tric ro emisson mcditrm-dtity trtiek ilso powered by

UOM PowerPhase electrie propulsion system

On the bus front we have lie ii providing propulsio

syste fli to several developers of dc trie and by brid dIce

inc bLues including the fleet 36 hybrid electric buses

th
operate oi lie 16th Street Mall in elowntow ii Den

ver One of our most promising opporteuirties is with

Proterra LI who in October 2008 mtioduccd 35

foot lightweight hybrid electric bus This 37 issenger

ansin hers features lighmcighr cnmposime hod1 and

QM PowerPhase 50 electric propulsion system

battery electi ic ersion of Proterras bets was recent

ly tested by the Pennsylvania Iransportanion Institute

and achieved oser 20 miles per gallon in fuel economy

equivalency which is
tip to 400

percent
better perfor

than todays conventional die sd and competitors

hybrid electric transit buses

Our work on government programs particularly for

the .S military has remained
strong and has the poicr

rial of major growth During the
year we made signifi

cant progress on our contracts with the .S Air Force

to develop advanced silicon carbide based power dee

tionies with the U.S Nasy to develop advanced ship

board electric motors and with the Department of

Fnergv and alifornia Lnergy Commission to develop

dist ihemted electric power grid-connect interUcc system

as part of the governments smart grid initiative We
have beets developing arid supplying ystems no several

majot defense contractors as part of the Future tactical

Luck Systeni FTTS and Joint Light Factical Vehicle

JI programs for
transport

vehicles well as Cr the

expected replacenierin for the High Mobility Multipen

pose
Wheeled Vehicle HMMWV Ve

expect
that our

ole in these programs will expand and lead no signifi

cant opportunities
for the ompany

lthough the wtak economy has been significant

eh llenige to eveiyonie fiscal 2009 was an exciting and

rodtictise
year

for UQM Icehmiologcs We believe that

demand for our electric propulsion systems sill remain

stetnp fr tIme foreseeable funwe as schiele niakcis con

iuc to focus on the development and introduction of

electric and hybrid electric vehicles as part of the re

strut
ntiruig

of the global automotive industry While

ny Intomonive suppliers are going no be negatively

impacted by this shift in prodeict direction there arc go
uig no he winners and we expect to he one of them

We are very
well positioned no benefit from Presi

dent Obainds alternative
energy peish for

energy
inde

pendence lower vehicle eniissions and improveel fuel ef

ficienes We are looking forwird no iddirional

growth in fiscal 2010 as the positive impacts of the gov
ernnsemins stimulus package nike efr4cn amid the eniergmg
marleens we serve connintie no develop and

cxpa
id

sy 21 2009

Willi in Rankin

Ii niIiian President antI Chief Execunise Officer
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energy efficient power dense cle

tr r1

0cncra ut aud puwct clcetioiiie eontt lic ts

We -e eopor-sted in the stare of olorado in 197
Di primary focus ineorpora ing oui advai eed ieelv

nology into products aimed at emerging marlc for

electiically pr spelled chides that ate expected to cx

ncncc tspid gtowtf as we as selected
existing eons

meted irkcis We op
crate ut husincss Li wo

segments- tech nology

which cncor passes the

furrhc ada snccnscn and application of our proprict ry

motors generators posver electronics and softssarc and

posscr ptoducts which enco
sspasscs

the nsautifae

rurc of notors ge sm ators pOn er lcctronic cois tm
lets and rclatcd products Our h001

par
salu cons
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Ansex hicago Pac Bc Bc tIn

an rankfurc stock cxc mgcs
under rI

syir ho UQM
Use Conspany rc xc

is derived finns two prO cipa

uuruc\ fuisdcd en uracr rc

search and developnscnt scrxic

cs performed for
straicgi parr

isers custonsers and the

ss crnmcnt directed rc ward

rhcr the advancen cist of oci

propfctxry rcch isolog portfb

ho or application of our proprietary technology to

cus ssers odticrs and the manufacture aisd sale of

proclu rs engineered hy us

We haac two prin ipal operating nnsp n1-s-

Q\4 lcchnologics use which nekucs se
otpoi tc

Headquarters and
nginccrnsg and Product Develop

mcnr Cd nier aisd saholly-osa ned suhsid
iry UQ\l
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900 2000 quality cerrifOd nsanufactuter isfc ur piod

nets sth
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Vet ic Electrijcaton
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prns ary foct is incorpor tting our adsanced

ccl.nalcgy uto tcdu alinLd tt cocrgi ig
istaiccis

hr dc tricahy propelled sclsiclcs rh-it aic expec -d is

experience gi
owth as we as leered cxisti coin

usci cia nsarl ers

Ex sit ig Markets

doday ilaci arc nuisscroris well csrahlu icd nsarkccs

fm products that
incorpc rate icctrie motors gciscr

tots and
powci

clecrioisic conrroilc rs that arc targets

foi rcplaecmci by our advantaged systc sss Lxarnplcs
of cLsnng electric vehicle marl ers that ssc believe may

prcscni nppor nisirics Bit the cousnscmciahiz ion 01 ic

cs ricra
-y mcchncslogv iclude dc cmi whecic is sir

gc
11

arts kit ft tic cks sod iris svarc sousc ch des
rift

tugs OtIsci
if itt equipi 5cIst consu ercial

mr
aqtOp ia tsd rtui ad met5

sv icre rh produL app
ati ii ge ic

sIly rcc uircs higf

motque sd vai Yb speed opc
rariois ddit on etc

it inn itudc ofclccrric auxiliary im ott rs used eon

vencio vehicles aai proaide fun set opport no Bit

icplaccnscnt hv our sysicuss

B/c base
selopad nd

snimcrcaliacd scve pmod

for cxisnng usarkc that

arc currently hciisg ant fac

tured hy our wholly oavncd su hsidiary met
JIscsc pmodu cs uaclndc Ban hlowcm isiiirc sd so

picsso
dris nacimoi rh it arc rised in mc raft air en sc

tic ning syste os manufactured by Kc Pr scm is hac

vehicle uxiliai acrciam it motor fo
prc er iaiai

-icmurcd hy Li sci Cons poncn rs IOu nd dc cm

it ike aemuami usc tot iN is sed Deck golf cai ts

sianufac cored by Cltd u- Inc

We cxpccm to continue to coiamscrcialz hc cli teeL

nol igic Ily
ads sccd and Ion cost prod nets Hat ssc de
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gc cst

lisncd ark rs

Emerging IVarke

Pcsrcnafly iargc iasarkcrs aic deve
opi sg as rcsulr

of rh cluctrific anon of nidc
ingc

of vehicle plar

forn Usc Jcct afeatn of vehicles
being pc

rsucd

foi vs hety pphicariois specihc icasc is ncludtn

insprovc ft dl ccononay losver vehi Ic enaissioi

greatur rehi shi ny aisd lower aiaiisicnaiscc nbc need

for higher lca elm of availablc onhoard electric
poavc to

electrical devices xnd inaproved pcrfiirnsa sue

and vehicle onnmol Of these reasmas imp ived fuel

ccon imy has emerged as -i ignihcaiar factor nI dc

sclopna ud poreuni rate of growth if cnsc

usg
selaicle elcctriheafon smankets as crud oil pr cs

expecrcd to rcs mie their rise and consu sacns md husi

is sses ii kc have to cm nc nd svirls
hsighe gasoline ai

diesel pniccs flsis trend tos ard big act fuel
prices is cx

nec ted to coisrinue hit the foresee ic future iven iy

ght su ply levels geopolitical cunasoil in key oil pro
dueing countries and expected future increases in world

demand yen pn ne ip .1

ly
by kca1 miog mt uapo

ol fcissil fuels by devckipiiag counrres such as bust mad

hdia in cichtion to these factors government egn

Itions on ndaL
isg red icc ons in pollutant ions diesel

ngiiac ate expected no fcinrla acecJerarc thu trend rci

nard dec trific imion itiereasitagly srringen iegulm tons

conrnaue as ith the next reduction set for 2010 or

rhsei Corporate Avcrage nd cononay Al stats

dards mceeisnly mccc ved their rst ovet haul in tisonc rh

30 years ihe
nerga Indepcndeiaec am Sccunny

of 2007
meqcuncs

in itt mh annomakems ho ism ect

ide ham oiicagc to 35 mpg 5y die ycan 2020 IBis me-

Potentially large iiarkets are developing nsa resu of

the electrifi cation of tiide ange of vet deplotforms

11 er uiYr il t/o/ -3 rRI



qiurement Ipplies to all
passenger automobiles inelud

ing light trueks her recent gosernmeni legislation

including the kds iced lcch

iinkgy \ehcles alarijf1ctur

ing lucennve Piogram and

the Amen an Recosery and

Reinscstment er 2009 fhtiniulus Bill cneourage

the devel pment and introduction ens ironmeneally

friendly vehicles
pat

tial listing of some of the more

notable rovisons of this It islation includes

lax credits for the pureh ise of environmentally

friendly sehieles

ow cost loans to manufacturers and eompm
neur ci pherc to porch sc cifrastrticture md de

velop manufacturing capacty for clean vehicles

and components used in these vehicles

undug for government agencies te acquire en

vironmentallv friendly veh

it us foi tl devel tent of cle vehijer and

clc vehi component technology

Cr ets Cr the des elopment smart elec

tric grid

ride consumpti in the nired States as re

ted tl Iranspo itiot 11 er Dat Book di

tio mud tie IA knnual nc
rgy

Outlook 209 av

rages appioximately 21 million barrels per day Of this

amount approximately two-thids are used for trans

porior1

Ihe el tffication of conven ional vehicles ranging

from pm set get hides and or er-the road trucks to off

road vehicle such as agricultural tractors construction

cqti pnment and mmilit
sty vehicles can potentially offer

improrements fuel economy md emissions \carly

co iventional vehicles ate pw eicd
my gasoline or

diesel fueled internal eombtntion nginc that converts

the
energs

stored in the fuel to rotating power our of

the engine wer our of the engines otati shaft

is usd to opel the vehicle and
operate

all of rh

hit les auxiliaries either directly vith belts pulleys and

gears or udueemly through electricity generated
from

belted alter ntoi

Internal combustion engines are relatively inefficient

typically converting only 25 to 35 percent of the input

cite rgy in -ie fuel to the

urput shaft to dü useful

mm ork Ihe
remaining

65

to 75
percent

of the in
ptit

energy
is wasted by the engine as heat loss lleetnic mo

tons on the other hand are much more efficient in con

venting it
put

electric
energy to the rotating shaft to do

useful we nk UQM electric propulsion systems
hare

some of the highest efficiencies input enei
gy

to output

work in the industry ranging from 80 to 95 percent

lhe electrification of vehicles can range
from sim

ply replacing neffleienr belt and
gear

driven under-the

hood auxiliaries water pump power steering HVAC
cooling fans etc with efficient electric powered ones

to eliminating the internal combustion engine entirely

and replacing it with full eleemnic propulsion such as in

battery or fuel cell powered vehicle Generally as the

vehicle power plant content become increasingly more

electric the fuel efficiency improves and the cost and

complexity increases With rising
fuel prices vehicle

makers are finding it much more feasible to jtisti this

added omplcxity and cost

believe that the trend towaret increasing
electri

fication of vehicles will continue at an accelerated pace

Accordingly we have demekpcd and continue to devel

up smith considerable ftinding from our etistomers dee

ti ic propulsion systems and other motoi md electron

ic products tht mm ill enable our customers to tnodtice

alternative powered vehicles in the markers they erve

shotild they elect to do so An expanded description of

the different degrees of vehicle electrification follows

Electrification of engine driven auxiliaries In

most cY cons eitional
ga

nline .nel desel-pnwered

vehicles under-thehood components such as vvamer oil

and fuel pnnmps power steering systems cooling hums

and air conditioning compr smors are powered by en

gine beits pulleys and
gears

Ihese devices perfhrm

their ft nctions
cry inefficiently and represent rig

nificint load on the engine Because they are directly

connected to the engine rh re i5 no mvay to inelepen

dently try their speed or modulate their po yen lime

electrification of these components provides numerous

advant
iges iimeluding variable speed and power op

eration which improves ctfieency md fuel economy
the thility 10 locate them strategically myrvhere in

the rehiele because aim electric eonmponen does lot re

quire proximity to in engine
driven belt ot fear

proved controllability and reliability -in flexible

ehireeri me anti inmproved access Cr service and in unte

nance xisting conventional alternators do not provide

enough power to electrify time engine driven auxiliaries

intl must be replaced with higher porver generator

lhe typical UQM generator is nearly tmm ice as efficient

believe th3t he yer mird iiwreac ig ettnca
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engill motor work in all to

tha veh ala On hicla ii gi cc
II mcI

pio chad

th an ly hr ng oparati ns til

motor wtahed to power ganar mod sad

to cii ergy th no 11 as ha ii

eoi hcl or igy on

sum th nu in

ala If aten iii hrgiig he n0n
drivasti hI gi ao dsendng
electric

pz
hat iv ak hcles

hava sufficient ha self-sus

rail og th reby ii ii to plug the ehiale

into he alccrria power 0rid ding on the vehicies

level of electric motive pc av parallel

hybrids can achieve Fuel
ly ov its of 10

to 45 percam

Series hybrids series hyhrid vehicles contain

greater degree of aleclrification than
par

dIe1 hybrids in

typical series hy hrid vehicle aH of rhe motive power
for the vehicle is supplied by eleclric motors thereby

eliminat
vg conventional dris dine componanis stich as

the transmission and dlis shaft encrally sei Ics hy
brids contain larger amotmt of haiteric to tore dcc

triaal
energy

and the
engines principal function is to

Turn scprarc getierator to prnItie te Je rkal en

ergy nacessary to nlainrun tile stata of chaige IF tha on-

hoard battery pack As in parallel hybrid during brak

opcrations tha electric motor ts swirahad to powei

generation mode and used to rccaptura cncrgy
ihat is

normally lost as braka heat in conventional vehicles

1fia stored
enargy is then aonstimed by the electric tio

tot in the next accchration cyde Also as ill Ova paral

id hybrid series hybrid vehicle has suthcient battery

charging capacity to he self-sustaining therebi eiiininat

ing the need to plug the vehicla into th elcatria powc
grid Because the engine serves as an undcr-thc-hood

power plant scries hybi ids hvpicahy have large amocuts

of avaiL ble onhoard powc to perform additional funa

tions while the vehicle is oparahing or lvii ii it caches its

filial destin ition Depending on vehicle configuration

and duty cyck series hybrids can achieve fuel econ insy

inlprovcments of 35 to 50 perceilt

Plug-in hybrids plug-ill hybad chicle can Dc

configured as either parallel or scrics bud What

distinguishes this
category

of hybrid is th is desIgned

tc operata A-electric oiIy roje

tO miles and he charge depicting thereibre
raqturulg

it

to be periodically plugged into and rechargad from tha

electric 7rid Because portion of the
eneigy

consumed

by plug-In hybrid chicle is vcquircd at relatively low

cost fin the electrical id in addikor to ihc afiaien

cies obtained from ill hybrid configuranon ihis catego

ry of vehicle can achieve ftiel onomy improvements of

60 to 75 percen

All-electric battery and fuel cell vehicles All-dc

tric battery and fuel cell vehicles are powered en irely

from electric
energy stored on hoard in ittenes or gen

erated board by fual cell hi dli catagory of ve
hicle all illotive power IS produced by electric motors

and there is no engine anti associated drivehne ai

exhausi components him harly many vehicle functions

currcntly performed by auxiliaiies attached it tile

gme through belts or geals stlch as power steering and

air
conditioning must he parformed usi ig

elcctfe mo
tots As with hybrid electric vehicles all-dc attic hat

tery-powered vehicles tin switch the elLatrie propukioll

motor during braking aperations dw ckctric nmor
switched to posvcr gencrvtion mode and used to tecap

ture energy that is nornvally host as brake heat iti con
ventional vehicles 7hc stcred

energy IS thc consumed

by Ova Jectric motor in tha next acceleranon cycle the

energy
needs of all-eleatric battery-powered vehicles aie

obtained by recharging their batteries using the electric

power grid Fuel calls are
energy ptodueti devices

that generate electricity dlrough chamical revation re

suiting from combinuig hydrogen and oxygen live by



product of this reaction is water therefore allowing for

the total elimination of vehicle exhaust emissions in this

category
of vehicle Because there is no battery energy

storage in fuel cell powered vehicle there is no oppor

tunity for regenerative braking energy recapture
Fuel

economy improvements for all-electric battery and fuel

cell vehicles are generally 75 percent or greater

Markets

We have historically focused our resources on the de

velopment of highly efficient electric propulsion systems

for each
category

of vehicle described above with power

levels of0.5 kW to 150 kW which are suitable for vehi

cles ranging from wheelchairs

to passenger automobiles to

large trucks buses tractors

construction equipment and

military vehicles In addi

tion we have developed elec

tric motors generators
and electronic controls to power

under-the-hood auxiliaries such as water oil and fuel

pumps power steering cooling fans and air condition

ing compressors We have also developed DC-to-DC

converters that step down high voltage electrical systems

to 12 volts and DC-to-AC inverters that convert DC
power to consumer friendly 110-volt alternating cur

rent power We are pursuing the commercialization of

our technology and products designed by us in numer

ous large emerging and existing markets where we in

tend to introduce technologically advanced products or

lower cost systems or combination of both

We believe that our technology and products are

well-suited for application in wide-range of vehicles as

the trend toward electrification continues to gain mo
mentum In this regard we have focused our attention

on several niche markets where we believe we can most

effectively compete and which we expect
will have high

er than
average rates of growth and expansion brief

description of each of these markets follows

Passenger automobiles and light trucks In
past

years approximately 16 million
passenger automobiles

and light trucks were sold in the United States each

year although these production levels have declined

dramatically over the last
year to current annual rate

of approximately million units Over the last several

years
market has developed for automobiles that are

powered by hybrid electric powertrains These vehicles

have good performance and provide above
average fuel

economy compared to conventional automobiles Sev

eral automakers have introduced vehicle models incor

porating hybrid electric powertrains including Toyota

Lexus Nissan Honda Ford Saturn and General Mo
tors These automakers to date are using hybrid elec

tric powertrains that they have developed themselves or

have acquired from other automakers or existing Tier

automotive suppliers Many of these automobile com
panies are also developing fuel cell or battery-powered

vehicles that they hope to introduce at future date

We have recently shipped electric and hybrid electric

propulsion systems and br
generators to five interna

tional automobile companies for use in vehicle develop

ment programs

users or high-end luxury

sports car buyers or the consumer vehicle market gen
erally Should any of these companies be successful in

commercializing their product offerings it could cause

the growth rate of this market to accelerate significantly

These companies are generally using
electric or hybrid

electric powertrains that they have developed them

selves or have been developed by other entrepreneur

ial companies We have recently shipped electric and

hybrid electric propulsion systems and/or generators to

eight of these companies and have been and continue

to be in discussions with nearly all of these companies

regarding the use of our equipment in their vehicle de

velopment programs

Trucks Buses and Recreational Vehicles The U.S

Department of Energy estimated that in 2007 trucks

consumed 6.3 million barrels of crude oil per day and

they project that by 2030 trucks will consume approxi

mately 55 percent of all crude oil used in transporta

tion or 10 million barrels of crude oil
per day

In recent years approximately million trucks bus

es and other medium and heavy-duty on-road vehicles

were sold in the United States each
year although these

quantities have declined substantially over the last year

The market for these vehicles is characterized by large

number of suppliers wide-range of vehicle designs

and configurations diverse power and performance lev

els and relatively low production volumes for each mod
el As result the typical truck bus and other medium

and heavy-duty vehicle manufacturer is unlikely to have

the technical
expertise or financial resources to internal

ly develop components that can compete in emerging

markets for increasingly electrified vehicles According

ly we expect
these manufacturers to purchase products

from suppliers who have developed technologically ad

vanced electric motors generators
and power electron-

In addition to established automakers there are va

riety of small entrepreneurial companies that are devel

oping and hope to commercialize electric hybrid elec

tric and/or plug-in hybrid electric cars Although many
of these companies lack substantial financial resources

and/or significant automobile industry experience they

are pursuing variety of

strategies to introduce
We believe that our technology and products are well-

these
types

of automo
suited for application in wide-range of vehicles as the

biles into either niche

trend toward electrification continues to gain momentum markets such as for fleet
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technical com

plexity and therefore substantially higher product con

tent and dollar value
per

vehicle We currently have sys

tems under evaluation by several
large off-road vehicle

developers for both electric propulsion and under-the-

hood auxiliary applications

We have also developed electric power products for

the aircraft and aerospace market and the boat and ma
rine market In the

aerospace market we have devel

oped electric auxiliary motors and controllers used in

aircraft air conditioning systems We have also devel

oped auxiliary power units for the generation of on-

board power and propulsion systems for various boat

applications We believe that some of the fuel efficiency

benefits of vehicle electrification can also be realized in

the boat and marine market Although our focus is pri

marily on land applications we will continue to leverage

our technology and products in these potentially large

niche markets as opportunities present themselves

Military vehicles The U.S military purchases

wide-range of ground vehicles each
year including com

bat vehicles such as tanks self-propelled artillery and

armored personnel carriers as well as variety of light

medium and heavy-duty trucks for convoy and sup

ply operations and for the
transport of fuel used on the

battlefield The military is particularly interested in the

electrification of vehicles because the attributes that

these vehicles possess offer exceptional potential for the

military to achieve its long-term objectives of develop

ing highly mobile lethal fighting force Fuel economy

improvements in military vehicles transfer into substan

tial savings in
support infrastructure and transportation

costs associated with transporting fuel to the battlefield

which is typically thousands of miles from the United

States For example if fuel economy improvements of

25 percent are achieved in the
average truck corre

sponding amount of fuel does not have to be
transport

ed and therefore corresponding number of airplanes or

tankers are not required in the transportation process

Also the availability of onboard electrical power on mil

itary vehicles opens up new opportunities for the devel

opment of sophisticated surveillance detection and bat

tlefield monitoring equipment and for laser microwave

and electrical pulse weapon systems It is estimated that

the military purchases approximately 8000 trucks
per

year
and

greater
numbers

during periods of armed con-

ing DRS Tech

nologies AM General BAE Systems Boeing General

Dynamics and others on prototype hybrid electric ve

hicles high export power generators
electric auxiliaries

DC-to-DC converters and DC-to-AC inverters Al

though this market has not yet begun to emerge we be

lieve that it may begin to soon driven by the availability

of hybrid electric components in the commercial truck

market that operate at similar power levels as those re

quired by many military vehicles

Distributed power generation There has recently

been an increased focus on the development and adop
tion of clean renewable

energy products including wind

turbine power generators solar panels and stationary

fuel cell power generators
In addition many experts

believe that power users will increasingly consider on-

site power generation using diesel or natural
gas

fueled

internal combustion engine generators as an alternative

to power supplied over the electrical grid The Stimulus

Bill recently passed by the U.S government has allocat

ed substantial
funding for power generation technolo

gies and development of smart grid We have de

veloped generators for potential use in this market and

have also developed DC-to-AC electronic power invert

ers for use in distributed power generation applications

to convert the DC
output

of these devices to usable AC

power for the homeowner or business We are currently

developing under the California Energy Commissions

Public Interest Energy Research Program and with the

U.S Department of Energys National Renewable En

ergy Laboratory NREL an advanced grid-connect in

verter under its Advanced Power Electronics Interface

APEI Initiative The objective of the development ef

fort is to design cost-effective flexible readily-man

ufactured and ready to be commercialized prototype

interface that will standardize the interconnection for

modular scalable
range

of APEI systems We expect

to compete for additional development funds available

under the Stimulus Bill to further advance our power

generation and management technology and potentially

expand our product offerings in this market

There is also developing industry initiative termed

vehicle-to-grid or V-to-G to potentially make avail

able for use on the electric utility grid the large amount

of
energy in battery electric hybrid electric plug-in hy

brid electric and fuel cell electric vehicles Under this

quired in the over-the-road truck and bus markets from flict As is the case with large off-road equipment these

suppliers who have developed technologically advanced vehicles are produced in relatively lower volumes op
electric motors and power electronic

energy manage- erate at higher power levels have substantial technical

ment controls that can be applied to their vehicles Al- complexity and therefore substantially higher product

though these vehicles are produced in relatively lower content and dollar value per vehicle We have over the

volumes they nevertheless represent substantial
op-

last several
years

been working with number of mil

portunity due to itary contrac

higher power lev-
We are currentlysupplying an automotive qualified DC-DC converter to Eaton

tors and vehicle

els substantial Corporation which is used onboard medium and heavy-duty hybrid trucks makers includ



initiative protocols guidelines and electronic and soft

ware technologies are being developed to allow for the

intelligent transfer of electric power from thesc vehicles

to the electric power grid There are different versions

of the sehic concept hybrid 01 fuel cell

vehicle which generates power from storable fuel uses

its
generator to produce power for utility at peak ele

iricity usage
times Here the vehcles serve as di tribut

ed power generation system and battery-powered

or hybrid vehicle which uscs its excess rechargeable bat

tery capacity to provide power to the electric grid during

peak load times These vehicles can then be
recharged

during off-peak hours at cheaper rates while helping to

absorb excess nighttime generation
Here the vehicles

serve is distrihuied irrem sior
ge svsten rn buffer

Ihe to cot Lep allons such vehicles to piovide

wet to help load balance sxlley fill and peak shave

localized grid segments during peak load periods when
the selling price of electricity can be ver high and to

huffr dectricity including in power outages

ire urrently developing inset ter technology that

we expect will he capable of
functioning in this dynamic

energy transfer environment when and if it develops

ut commercial oppurtun ii

Our Ic hnology base includes iumber of propri
etar tee inolcgies arid

patents iclating to brushless
per

inanent nagnet motors generators and power electron

ic eon rollers together with soiVvarc code to intelligent

ly man ge the operation of our systems

lhe
typical architecture of LJQV motor consists of

stator winding employing high pole count eon figura

non wheh a1lows for high cpper uthizaton 1mi
ing energy loss and cost and hollow rotor upon which

werft rare earth permanent magn ts are mounted on

the outr circumference Ihe stator is affixed to hous

ue containing mounting ring and bea ings which at

loss the rotor to he suspended within the suitor on
nsutat on of the machine is aceompi shed electronically

by sensing
the position the rotor in relation to the

suitor and intelligently pulsing electrical
sergy

nto the

ator such that the electric field generated by the stator

rnteraeu with the magnetic field of the ix tou producing
rntationai motion motor opeiat on onsersely the

applicatu is of rotational motion to the rotor by an ex
ternal force results in the generation electrical power

fgcr erator operation QM is achnes can be oper
ited in ci ht forward ot reverse diicction of rotation

md eithei in nso or or generator mode and can dynami

cally change from one node of operation to another in

millisecond
response time Ihe hollow design of the ro

tor permits the ickaging of other components such as

gears
and electromechanical brakes the inte mr of

PowerPhase 100 kW system

kW system

the macnine 1hesc design features contribute to

usage of
coppei and iron and other neiterials enLrally

due to smaller package din ensions reducing manu
facturing cost over those fhi conventional machines of

similar power In addition the utilization of neodynu

tim-iron-boron NdFeB magnet material in wide

range
of consumer devices such is cell phones dsk

drives md medical deuces has drimaticallv insproved

the ailabihity performance and price of this material

illowing us to price our adsanced motors and controls

competitively with lessei performing cons ennon il nu

tors which we believe will accelerate the rate of oisi

merciahization of our technology

Attributes of our permanent magnet rotor tee rol

ogy include brushless electronic commutation rd

tively large air-gap dmension useful for hyhid dec

trie appleauor where the motor is integrated with an

engme or transmission the use of powerful rate earth

NdI eB magnet nsaterial good heat
rejection

Ion on

and copper content and low mechanical losses re

sult UQM motors have high operating efficiencies

high power density high power output to weight

tin and generally have snmmller external dimensions md

veight for givers power output improving packaging

fittrihutes of our microprocessor based digital pow
er electronic cor trollers include high power operation

to 500 amps at 400 volts four-quadrant control

lhrward/res erse and motorug/generation1 reduced

switching losses adaptive switch
timing control and

controller area network CAN capability As result

UQM contiolbers have high operating efficiencies high

pwe dens
ty high Ison er outp it weigH ratio and

generally have sniahler external dimensions and
weight

for given power output improving packaging

The Qbl ensbcdded DSP oftware is the intelh

ge
nec that coordinates the interaction between the nso

and motor controller is well as interfheing with

vehcle controller Software control algorithms are key

piece of the omnpanys intellectual
property portfiPio

One
aspect

of the software is patented method of con

trol referred to as Phase iming dvancement that en

C-tpwj

PowerPhase PowerPhas

PowerPhase 75 kW system

now 125 kW system

PowOrPi ase PowwPdss
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ables UQM motors to deliver both high output torque

at iow
operating speeds and high power at increasing

operating speeds We have extended the capability of

Phase Advance Control by using Adaptive Control tech

niques These proprietary software algorithms alter the

switching strategy as function of DC voltage operat

ing speed and output power optimizing system perfor

mance under dynamic conditions The result is maxi

mized output and efficiency which decreases fuel con

sumption in hybrid electric vehicles and increases the

range of battery electric vehicles Adaptive Control also

optimizes the output per unit of voltage and current

maximizing the utilization of the onboard stored energy

and other electrical devices by extracting power from

substantially the entire electrical cycle of the motor The

application of these proprietary control
strategies

has al

lowed us to recently increase the peak and continuous

power output and improve the efficiency of our systems

In addition our motor controllers now have user con

figurable functionality and increased data transmission

speeds and
response times improving vehicle capability

Included in this functionality is the ability to switch be

tween torque speed and voltage control dynamically

which is especially useful for parallel hybrids and gen
erator applications of our technology For vehicle de

velopers our new Graphical User Interface provides the

means to tailor any UQM system to create the desired

driving experience

Conventional permanent magnet motor designs are

limited to operating at either high torque at low speeds

sacrificing power at high speed or vice versa In most

vehicle propulsion applications high torque is required

to launch the vehicle from standing-stop with sub

sequent transition to high power as the vehicle is accel

erated to highway speeds In the majority of conven

tional internal combustion
engine powered vehicles the

transition from high torque to high power is accom

plished through the multiple gear changes performed

by mechanical transmission UQM motors incorpo

rating phase advance technology are suited as propul

sion drives in electric hybrid electric plug-in hybrid

electric and fuel cell electric vehicles due to their abil

ity to power vehicle from standing-stop to highway

speeds without mechanical gear changes thereby elimi

nating the size weight complexity and cost of mechani

cal transmissions

We have also developed technology that allows

our permanent magnet motors to achieve 10 to top

speed to base speed ratio This technology also provides

both
high torque and high-speed capability in the same

machine but at levels
greater

than that of other motor

technologies Many electric motor applications require

high torque capability for starting and low speed opera

tion but must also achieve high speed For military ve

hicles high torque at low speed translates into obstacle

and grade climbing capability while high speed enables

pursuit dash and evasive maneuvers as well as on-road

convoy transport Many commercial applications have

similar requirements Conventional vehicles achieve

the
high torque required for launch and low end accel

eration and the constant power required for high road

speed by using transmission and multiple gear chang
es Prior to this performance breakthrough UQM sys

tems incorporating phase advance were able to achieve

top speed to base speed ratio of to Electrically

propelled vehicles designed around to limitation

sometimes require unwanted gearing and/or have less

than desired performance This has particularly been

the case in the more demanding off-highway equipment

and military vehicle applications Providing vehicle de

velopers with electric propulsion systems capable of

top speed to base speed ratio of 10 to overcomes sig
nificant limitation and opens up potential new applica

tion opportunities for UQM systems

We have also developed proprietary DC-to-DC con

verters that convert energy
from hybrid electric vehi

cles with 250 volt to 450 volt battery packs to 12 volts

to power lower
voltage devices onboard these vehicles

and high voltage DC-to-AC inverter technology with

output efficiencies of up to 93 percent for use onboard

electric hybrid-electric and fuel cell-electric vehicles

Our inverters convert DC power stored in vehicle bat

tery packs with nominal
operating voltages of 340 volts

to high quality 110 volt or 220 volt AC power We are

also developing grid-connect capable inverters and as

sociated smart metering technology for potential future

application as the utility industry pursues smart-grid

development

We have two patent applications pending related to

technology developments that have the potential to fur

ther improve the performance of our motors We are

also performing internally funded research and devel

opment to continually improve the functionality of the

microprocessor software we use to intelligently con

trol our motor/controller system Some of these en
hancements include torque speed and voltage control

improvements that enable more sophisticated hybrid

electric operating strategies refined
generator voltage

regulation to facilitate improved battery pack manage
ment and further improvements in

system efficiency

and power output through advances in motor control

algorithms In addition to these activities the U.S Air

Force has contracted us to manage research and de

velopment project in cooperation with
Mississippi

State

University directed toward the development of high

temperature power switching devices
using

silicon car

bide that may lead to improved power handling capabil

ity for our motor controllers

The majority of our research and development activi

ties are the result of projects contracted with and funded

10



by customers for which we typically icta intellectual

properq rights in the resulting technology developed
Custom funded development acusities are recoided

sur LnnciaI ttements as con jact scrves rcvcnue

and the issociated development costs arc shown as cost

of contract services Internally-funded research and dc

selopmcnt expenditures are charged to research and de

velopment expense
wfun incurred

in recent years we have focused our research md de

velopmcnt activites on the development of commercial

products and production cngi

necring activities to lower the

cost of manufacture as well as

enhance the performance and

capability of our systems as opposed to basic research

in the fie We believe otir future
grosvth is dependent

in
part on the continued advancement of our technol

ogy portfo io and our ability to commercialize our tech

nology in additional product applications and markets

Accordingly expect to continue to pursue additional

customer funded pr grams and to selecrively invest in

internally ftinded dcselopment projects to accomplish

these objectives

it is oui primary objcctive to become major man
uCcturer of electric motor generator and other pow
er electronic products that

incorporate our proprietary

technology and to supply these products to electric by

brid ectric and fuel cell electric vehicle niantifactnrers

and/or their 11cr
suppliers We have established and

are contii uing to expand otu manufacturing capability

and
presence through planned tech rolo progression

drivci by key customer demands to address future ve

hicle requrcments Our manufacttir ng operations art

ISO 90012000 quality certified

In March of 2006 ssc

began the volume pro
dtictio of vchiclc auxil

iary actuator motors for

ippc Components
thus prodtiction is pm

foimed on hghly iii

tornated flexible mixed

model ssscrnhly systen

which is computer con
trolled and monitoied

for qtiahty asstiranee and

consistent performance

lse dexelopment and in

stallation of this assembly

system by our organ Ca

non ss instrtimentjl in

demonstrating our mann

fbcturing kr ow-hot md

and cold tempera ure

extremes
pressure testing for cooling leaks md com

plete functional testing

Over the last several years we have establisfed pro
duction

en4ineering group with decades of rufactur

ing design and production experience much of which

is specific to the atitomotive industry Today this team

consists of
nearly menni professionals In fur last vo

years sve have mtde
significant improsements in manu

facttiring systems facilities and
space utilization and we

hate adcptcd thL dvawd Product
Qtialmty launing

APQP automotive quality piocedures

In fiscal ycar 2009 we installed production cell to

assemble our larger frame size higher power motors in

highei volumes The capaci of this cell is estimated to

be 5000 systems annually per
shift

In der to ensure otir cost compcttivcncss ste hate

adopted mmnufacturng strategy fur the near term of

designing all product components and thcn sotircing

these pat ts ith qual suppliers Final assembly test

ing pack-our and shipping of the product is performed

at our Frederick Colorado faciliqi We Pave established

rationsf ips with many high rality low-cost
stipp

ers inc uding number of inrernanonal companies
Future plans are to contuu the development in-

trod tenon of more advanced and automated mat ufac

turing systems which we hcliexc will ensure our corn

petitis cness in new and emerging markets

WitF the suet cssful intioduction of lectnic auxi iary

motors and power electron boxes cut mcntly in prodtic

ti vehicles we are now turning onr attention to the

soltue production of high posxmr generators -md dec

tric propulsions systems We belies that the Company
is well

positioned to verage its technology and
pur

sue sigr ificant prodtiction programs with major 01 Ms
and/or their Tier suppliers

Our Opportunity

thc haxc developed rang
of

prodticts including

electric propulsion sy icms get erators motor control

capability to existing as well

as potentially new vehicle
DC LX rmOLM and her supplier ens

tomers We also produce auxiliary actuator mntors fur

Cltib Car inc on this assembly system

In September of 2006 we began the volume produc

tion of DC-to-DC converters for atoll Corporation as

part of their hybrid electric
porver system

for the heavy

truck market Ve designed and installed manufac

ttining cell for these electrom1ic boxes that includes the

robotic application

2009 installed production cell to assemble our large
of sealant sixteen

fraire size higher powermotors in gher
hours of burn-in ey

el
ng between hot



lers and other power electronic products that we believe

are ideally suited to the emerging markets for electric

hybrid electric and fuel cell electric vehicles

Hybrid electric
passenger

vehicle sales have grown

substantially since their introduction in the North

American market in 2000 with over one million units

being sold since their introduction As result the fuel

economy and emission benefits of hybrid electric tech

nology are broadly understood by consumers world

wide This in concert with higher oil prices tax credits

for hybrid electric vehicle purchasers stricter govern

ment emission regulations and growing environmen

tal consciousness has generated market demand for

this class of vehicle Until recently passenger
vehicle

makers have elected to develop their own hybrid elec

tric
systems

and components either individually or in

cooperation with Tier automotive suppliers however

we have recently supplied our propulsion systems to six

international automotive manufacturers as part
of their

electric and hybrid electric vehicle development activi

ties Should any of these automakers elect to utilize our

products in future model launches it would have ma
terial impact on our future rate of growth

In addition to the passenger automobile market ve
hicle makers of all

types
have been evaluating the po

tential of applying hybrid electric technology to their

vehicle platforms Of these manufacturers agricultural

construction medium and heavy-duty truck and bus

builders have been the most active driven by the per

formance and fuel economy advantages available from

this
technology the availability of large amounts of on-

board and exportable power and stricter diesel emission

mandates

Last
year

International Truck and Engine Corpora
tion Navistar Company announced that it was the

first company to enter line production of hybrid elec

tric commercial trucks introducing the Internation

al DuraStar Hybrid diesel electric medium-duty

truck Similarly Peterbilt Motors Company division

of PACCAR Inc began full production of its Model

330 and Model 335 medium-duty hybrid trucks at its

manufacturing facility in Ste Therese Quebec Canada

in the summer of 2008 and Freightliner Trucks divi

sion of Daimler Trucks North America LLC has intro

duced its Business Class M2e Hybrid Truck All of

these truck manufacturers use the Eaton Corporation

hybrid electric system The automotive certified DC-

to-DC converter manufactured by us for Eaton Cor

poration is on board many of these hybrid trucks In

addition Caterpillar Inc recently introduced the D7E
crawler tractor incorporating an electric drive system

for track-type tractors with an electric
system

that pro
vides power to electric auxiliaries so that no engine belts

are required We believe that these industry develop

ments signal the beginning of potentially large-scale

deployment of electric propulsion and related electronic

products into markets other than mass-market passen

get
automobiles Should these products receive broad

customer acceptance as we expect they will potentially

substantial opportunities will likely develop over time

for our company and other similarlysituated companies

that have developed technologically advanced products

in anticipation of the emergence of these markets

The operating characteristics of electric motors for

vehicle propulsion are different from those of more con

ventional industrial motors Propulsion motors ideally

deliver high levels of
torque efficiently at slow rotational

speeds and
possess

the ability to transition from high

torque to high speed over relatively constant power

curve allowing in many cases the elimination of con

ventional transmissions Our proprietary propulsion

systems
have been specifically developed for these ap

plications and deliver exceptional torque and high ro

tational speeds in compact energy
efficient machine

We believe that our portfolio of propulsion systems

power electronic controllers and related electronic prod

ucts has well positioned our company to compete effec

tively in these emerging markets Electric and hybrid

electric vehicle makers to-date have generally adopted

340-volt electrical system to deliver the energy from the

battery pack to the electric components and vice versa

Conventional gasoline vehicles generally have 12-volt

electrical
system

that
operates

dashboard instruments

lights horns etc The higher electrical system voltages

of electric and hybrid vehicles are creating opportuni

ties for companies such as ours to enter the automotive

market with wide-range of under-the-hood auxiliaries

including generators
and motors to drive water oil and

power steering pumps air conditioning compressors

and cooling fans that
operate at the new higher volt

age

These industry developments as well as the poten

tial production requirements of our existing customers

may require us to invest substantially greater amount

of financial and human resources in fiscal 2010 and be

yond in the commercial launch of products We believe

these investments are necessary to support our strategy

of aggressively rolling out automotive certified products

to satisfy our customers requirements as these new mar
ket opportunities emerge and expand

As the markets for these advanced vehicles continue

to emerge and expand into additional vehicle platforms

over the next several years we expect to experience po
tentially rapid growth in our revenue coincident with

the introduction of electric products by our custom

ers In parallel to these activities in emerging markets

we expect to continue to pursue additional production

opportunities for our proprietary technology in exist

ing markets where the performance of our products can

provide our customers with competitive advantage in

the markets they serve
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MANAGEMENTS DISCUSSION AND ANALYSIS OF FINANCIAL CONDITION AND

RESULTS OF OPERATIONS

This Report contains statements that constitute forward-looking statements within the meaning of Section 27A of the

Securities Act and Section 21E of the Securities Exchange Act These statements appear in number ofplaces in this Report
and include statements regarding our plans beliefs or current expectations including those plans beliefs and expectations

of our officers and directors with respect to among other things the development of markets for our products the adequacy
of our cash balances and liquidity to meet future operating needs and our ability to issue equity or debt securities

Introduction

We generate revenue from two principal activities research development and application engineering services that are

paid for by our customers and the sale of motors generators and electronic controls The sources of engineering revenue

typically vary
from

year to year and individual projects may vary substantially in their periods of performance and

aggregate dollar value Our product sales consist of both prototype low volume sales which are generally sold to broad

range of customers and annually recurring higher volume production During the fiscal year ended March 31 2009 our
total revenue increased 16 percent to $8728311 driven primarily by increased product sales which rose 22 percent to

$6011065

Production
engineering expenses for the year ended March 31 2009 rose 10 percent to $1869848 reflecting engineering

activities associated with the design and installation of new production cell for our larger propulsion motors and

production design activities on our motor and controller products

Net loss for the current fiscal
year decreased by $184086 to $4402019 or $0.17 per common share versus $4586105 or

$0.18 per common share and $3431357 or $0.14 per common share for the fiscal years ended March 31 2008 and 2007
respectively The decrease in losses versus last fiscal

year is attributable to higher levels of revenue and higher gross profit

margins on product sales revenue

During the last year the automotive industry experienced substantial reduction in demand resulting from the global credit

crisis and recessions in the primary national economies worldwide In reaction to these developments many countries

around the world passed legislation designed to stimulate industry within their countries loosened monetary policy to

counteract the credit crisis and promote increased lending activities and in some cases nationalized certain companies or
loaned them government funds In the automotive industry General Motors and Chrysler both received substantial

government funds Chrysler has filed for bankruptcy protection and there is at this time substantial doubt regarding
General Motors ability to avoid seeking bankruptcy protection Despite these developments in one of the primary
industries served by our company we experienced strong demand for our propulsion system products This demand was
fueled in part by the efforts of numerous automobile companies worldwide to develop and introduce more fuel-efficient

vehicles including all-electric hybrid-electric and plug-in hybrid-electric automobiles Although we are continuing to

experience strong demand for our electric propulsion systems and
generators at this time future developments in the

automobile industry related to original equipment manufacturers or their large suppliers could adversely affect the future
demand for our products Despite the turmoil automakers are experiencing currently numerous automobile companies have

publicly announced their strategies to field an increasing number of fuel-efficient vehicles in the future to better match their

product offerings to the type of vehicle consumers demand in an environment of rising oil and gasoline prices Many of
these new vehicle offerings are expected to be powered by either all-electric or hybrid-electric powertrains Should these

strategies be implemented we may experience substantial increase in product sales revenue arising from the commercial
introduction of this class of vehicles powered by our propulsion systems andlor generators

In the event industry developments lead to additional demand from our customers we may be required to invest

substantial amount of financial and human resources on the commercial launch of our products Specifically we may need
to increase the size of our production engineering group increase the level of our capital expenditures for

manufacturing equipment and tooling and expand our manufacturing facility in Frederick Colorado We believe these
investments may be necessary to support our strategy of aggressively rolling out automotive certified products to satisfy our
customers requirements as these new market opportunities emerge and expand

We believe our existing cash and short-term investments which amounted to approximately $5.8 million at fiscal
year end

will be adequate to fund our anticipated growth for the fiscal year ended March 31 2010 and likely beyond however if our

growth continues to accelerate we may require additional capital sooner
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Financial Condition

Cash and cash equivalents and short-term investments at March 31 2009 were $5793666 and working capital the excess

of current assets over current liabilities was $6640877 compared with $9765892 and $10510175 respectively at March

31 2008 The decrease in cash and short-term investments and working capital is primarily attributable to operating losses

higher levels of inventories and investments in property and equipment offset by lower levels of accounts receivable

Accounts receivable decreased $387040 to $917099 at March 31 2009 from $1304139 at March 31 2008 The decrease

is primarily attributable to lower levels of contract service billings as of March 31 2009 Substantially all of our customers

are large well-established companies of high credit quality Although we have not established an allowance for bad debts at

March 31 2009 and no allowance for bad debts was deemed necessary at March 31 2008 in light of current economic

conditions we may need to establish an allowance for bad debts in the future

Costs and estimated earnings on uncompleted contracts decreased $6572 to $643098 at March 31 2009 versus $649670 at

March 31 2008 The decrease is due to more favorable billing terms on certain contracts in
process at March 31 2009

versus March 31 2008 Estimated earnings on contracts in
process decreased to $194861 or 4.2 percent of contracts in

process of $4609747 at March 31 2009 compared to estimated earnings on contracts in
process of $377822 or 11.1

percent of contracts in process of $3396292 at March 31 2008 The decrease in estimated margins on contracts in
process

is attributable to higher cost incurrence than expected on the performance of these contracts

Inventories increased $345682 to $1307171 at March 31 2009 versus $961489 at March 31 2008 principally due to

increased levels of raw materials work-in-process and finished goods inventories which increased $73372 $239885 and

$32425 respectively reflecting higher levels of low volume product builds in process at March 31 2009

Prepaid expenses and other current assets decreased to $117768 at March 31 2009 from $119647 at March 31 2008

primarily due to lower levels of prepaid rent at the end of the current fiscal
year versus the prior fiscal year end

We invested $570986 for the acquisition of property and equipment during the fiscal
year compared to $803121 last fiscal

year The decrease in capital expenditures is primarily due to fewer building improvements and purchases of manufacturing

equipment during fiscal 2009

Patent and trademark costs decreased $39581 to $438184 at March 31 2009 versus $477765 at March 31 2008 due to

systematic amortization of patent issuance costs which was partially offset by the costs associated with the filing of new
patent application

Other assets decreased $165106 to $76443 at March 31 2009 from $241549 at March 31 2008 due to lower levels of

prepayments on capital equipment purchases at the end of the current fiscal year versus the prior fiscal
year end

Accounts payable decreased $89398 to $651129 at March 31 2009 from $740527 at March 31 2008 primarily due to

improved payment processing during the current fiscal year

Other current liabilities increased $228387 to $600672 at March 31 2009 from $372285 at March 31 2008 The increase

is primarily attributable to higher levels of accrued payroll and employee benefits and higher levels of unearned revenue

associated with customer prepayments

Current portion of long-term debt increased $310921 to $416923 at March 31 2009 from $106002 at March 31 2008 and

long-term debt less current portion decreased $416923 to zero at March 31 2009 Both changes are due to scheduled

balloon payment in November of 2009 on the mortgage for our Frederick Colorado facility We expect to extend the term

of this mortgage debt prior to its maturity however we cannot assure you that an extension will be completed

Short-term deferred compensation under executive employment agreements increased to $397834 at March 31 2009 versus

$364000 at March 31 2008 reflecting periodic accruals of future severance obligations under executive employment

agreements

Billings in excess of costs and estimated earnings on uncompleted contracts decreased $636481 to $71367 at March 31
2009 from $707848 at March 31 2008 reflecting decreased levels of billings on certain engineering contracts in process at

the end of the fiscal year ended March 31 2009 in advance of the performance of the associated work versus the prior fiscal

year
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Long-term deferred compensation under executive employment agreements increased $41842 to $675715 at March 31
2009 from 633873 at March 31 2008 reflecting periodic accruals of future severance obligations under executive

employment agreements

Common stock and additional paid-in capital increased to $267277 and $78767154 respectively at March 31 2009

compared to $265267 and $77819041 at March 31 2008 The increase in additional paid-in capital was primarily

attributable to the recording of non-cash share based payments

Results of Operations

Operations for the fiscal year ended March 31 2009 resulted in net loss of $4402019 or $0.17 per common share

compared to net loss of $4586105 or $0.18 per common share and $3431357 or $0.14 per common share for the

fiscal years ended March 31 2008 and 2007 respectively The reduction in the current year net loss is primarily

attributable to higher levels of product sales revenue expanded gross profit margins on product sales and lower selling

general and administrative expenses Non-cash expense arising from share-based payments for the fiscal year ended March

31 2009 2008 and 2007 was allocated as follows

Year Ended Year Ended Year Ended

March 31 2009 March 31 2008 March 31 2007

Cost of contract services 110329 113507 154828

Cost of product sales 84875 60933 48606
Research and development 37903 25652 22612
Production engineering 128553 132494 113013

Selling general and administrative 711383 842349 18.697

1073043 1174935 957756

Revenue from contract services increased $125307 or 4.8 percent to $2717246 for the fiscal year ended March 31 2009

versus $2591939 for the fiscal year ended March 31 2008 The increase is primarily attributable to higher levels of

material purchases for billable programs this fiscal year versus last fiscal year Revenue from contract services decreased

10.9 percent to $2591939 for the fiscal year ended March 31 2008 compared to $2907536 for the fiscal year ended

March 31 2007 The decrease was primarily attributable to the increased allocation of engineering resources to production

engineering activities during fiscal 2008 versus fiscal 2007

Product sales this fiscal year increased 22.3 percent to $6011065 compared to $4916383 for the fiscal
year ended March

31 2008 Product sales for the fiscal year ended March 31 2008 increased 31.3 percent to $4916383 compared to

$3745658 for the
year

ended March 31 2007 Power products segment revenue for the year ended March 31 2009

increased $155268 or 5.0 percent to $3272377 compared to $3117109 for fiscal year ended March 31 2008 due to

increased shipments of DC-to-DC converters and the shipment of electric propulsion systems Power products segment
revenue for the year ended March 31 2008 increased to $3117109 versus $2626939 for fiscal year ended March 31 2007

due to increased shipments of vehicle auxiliary motors and the shipment of electric propulsion systems Technology

segment product revenue for the fiscal year ended March 31 2009 increased $939414 or 52.2 percent to $2738688
compared to $1799274 for fiscal year ended March 31 2008 due to increased shipments of low volume propulsion

systems Technology segment product revenue for the fiscal year ended March 31 2008 increased $680555 or 60.8

percent to $1799274 compared to $1118719 for fiscal
year ended March 31 2007 due to increased shipments of low

volume propulsion systems

Gross profit margins for the current fiscal year increased to 20.2 percent compared to 14.3 percent for the fiscal year ended

March 31 2008 Gross profit margins for the fiscal year ended March 31 2008 increased to 14.3 percent compared to 10.0

percent for the fiscal year ended March 31 2007 Gross profit margins on contract services decreased to 16.1 percent this

fiscal year compared to 21.3 percent for the fiscal year ended March 31 2008 due to higher incurred costs than planned on

certain engineering contracts in process during the current fiscal year Gross profit margins on contract services increased

to 21.3 percent for the fiscal
year

ended March 31 2008 compared to 8.3 percent for the fiscal
year

ended March 31 2007

due to improved program execution during fiscal
year 2008 Gross profit margins on product sales this fiscal year increased

to 22.1 percent compared to 10.7 percent for fiscal 2008 The improvement is primarily due to lower material costs and

improved overhead absorption arising from higher production levels during the fiscal year ended March 31 2009 Gross

profit margins on product sales for the fiscal
year ended March 31 2008 decreased to 10.7 percent compared to 11.3 percent

for the fiscal year ended March 31 2007 due to reduced overhead absorption
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Research and development expenditures for the fiscal year ended March 31 2009 increased to $593209 compared to

$461791 and $321160 for the fiscal years ended March 31 2008 and 2007 respectively The increase in research and

development expenditures for the fiscal
year

ended March 31 2009 compared to the prior fiscal year was primarily due to

increased costs on internally funded programs The increase in research and development expenditures for fiscal 2008

versus fiscal 2007 was primarily due to increased costs on internally funded software development programs

Production engineering costs were $1869848 for the fiscal year ended March 31 2009 versus $1706978 and $1286761

for the prior two fiscal years The increase for the current fiscal year versus fiscal year 2008 is primarily attributable to

engineering activities associated with the design and installation of new production cell for our larger propulsion motors

and production design activities on our motor and controller products The increase for the fiscal year ended March 31

2008 versus fiscal 2007 is primarily attributable to additional staffing during fiscal year 2008

Selling general and administrative expense this fiscal
year was $3782840 compared to $3905495 and $2855213 for the

fiscal years ended March 2008 and 2007 respectively The decrease for this fiscal year is primarily attributable to lower

levels of equity based compensation and lower deferred compensation expense recorded during the current fiscal year

partially offset by increased legal fees for litigation The increase for fiscal 2008 versus fiscal 2007 is primarily attributable

to increased levels of compensation and bonuses and the amendment of executive employment agreements which

accelerated the recording of deferred compensation expense
associated with the severance provisions of these agreements

Impairment of long-lived assets for the fiscal years
ended March 31 2009 2008 2007 were zero $11155 and $889

respectively The impairment of long-lived assets for the fiscal year ended March 31 2008 was attributable to the

impairment of obsolete equipment Thc impairment of long-lived assets for the fiscal year ended March 31 2007 was

attributable to the write-down of costs associated with an abandoned patent application

Interest income declined to $198947 for the current fiscal year compared to $463248 and $445578 for the fiscal
years

ended March 31 2008 and 2007 respectively The decrease for fiscal 2009 versus fiscal 2008 is attributable to lower

invested balances and lower yields during the current fiscal year The increase for fiscal 2008 versus fiscal 2007 is

attributable to higher invested cash balances

Interest expense decreased to $33387 for the year ended March 31 2009 compared to $40652 and $47422 for the fiscal

years
ended March 31 2008 and 2007 respectively The decrease is due to lower average mortgage borrowings

outstanding throughout the fiscal
year as compared to the prior fiscal year

Liquidity and Capital Resources

Our cash balances and liquidity throughout the fiscal
year

ended March 31 2009 were adequate to meet operating needs

At March 31 2009 we had working capital the excess of current assets over current liabilities of $6640877 compared to

$10510175 at March31 2008

For the year ended March 31 2009 net cash used in operating activities was $3065281 compared to net cash used in

operating activities of $2511723 and $2732956 for the years ended March 31 2008 and 2007 respectively The increase

in cash used in operating activities in fiscal 2009 is primarily attributable to higher levels of inventories increased levels of

billings in excess of costs on uncompleted contracts partially offset by lower operating losses increased depreciation and

amortization and impairment expense The decrease in cash used for the year
ended March 31 2008 is primarily

attributable to higher levels of billings in excess of costs and estimated earnings on certain uncompleted contracts partially

offset by higher operating losses

Net cash provided by investing activities for the fiscal year
ended March 31 2009 was $2620118 compared to cash used in

investing activities of $1446752 for the previous fiscal year and $428914 for fiscal 2007 respectively The change this

fiscal year versus last fiscal
year was primarily due to higher levels of maturities of short-term investments offset by lower

expenditures for building improvements and manufacturing equipment Net cash used in investing activities for fiscal 2008

increased to $1446752 versus $428914 for fiscal 2007 primarily due to higher expenditures for building improvements

and manufacturing equipment and increased purchases of short-term investment securities

Net cash used in financing activities was $228922 for the fiscal year ended March 31 2009 versus cash provided by

financing activities of $5182382 and $1037241 for the fiscal years ended March 31 2008 and 2007 respectively The

change this fiscal year versus fiscal year 2008 is attributable to the purchase of treasury
stock this fiscal year and to the

completion of private placement in the first quarter of fiscal 2008 which resulted in $5.2 million in cash proceeds The
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increase in fiscal 2008 versus 2007 is attributable to the completion of private placement in the first quarter of fiscal 2008
which resulted in 5.2 million in cash proceeds

We expect to fund our operations over the next year from existing cash and short-term investment balances and from

available bank financing if any We may need to invest in substantially greater financial resources during fiscal 2010 on

the commercialization of our products in emerging markets including significant increase in human resources

investments and increased the amounts for equipment tooling and facilities Although we expect to manage our operations

and working capital requirements to minimize the future level of operating losses and working capital usage consistent with

execution of our business plan our planned working capital requirements may consume substantial portion of our cash

reserves at March 31 2009 If customer demand accelerates substantially our losses over the short-term may increase

together with our working capital requirements If our existing financial resources are not sufficient to execute our business

plan we may issue equity or debt securities in the future Over the last year access to the capital markets has been severely

restricted or nonexistent for most companies due to the global credit crisis In light of current market conditions and the

uncertainty regarding the ability of the capital markets to recover from the credit crisis we cannot assure you that we will be

able to secure additional capital should it be required to implement our current business plan In the event financing or

equity capital to fund future growth is not available on terms acceptable to us or at all we will modifj our strategy to align

our operation with then available financial resources

Contractual Obligations

The following table presents information about our contractual obligations and commitments as of March 31 2009

Payments due by Period

Less Than More than

Total Year Years Years Years

Long-term debt obligations 416923 416923

Interest on long-term debt obligations 18315 18315

Purchase obligations 677607 677607

Executive employment agreements 1073549 397834 654000 21715

Total 2l86394 1510679 654000 21.715

Includes severance pay obligations under executive employment agreements contingently payable upon six months notice by two officers of the

company but not annual cash compensation under the agreements

Represents balloon payment on facility mortgage which we expect to refinance

Off-Balance Sheet Arrangements

None

Critical Accounting Policies

The preparation of financial statements and related disclosures in conformity with accounting principles generally accepted

in the United States of America requires management to make judgments assumptions and estimates that effect the dollar

values reported in the consolidated financial statements and accompanying notes Note to the consolidated financial

statements describes the significant accounting policies and methods used in preparation of the consolidated financial

statements Estimates are used for but not limited to allowance for doubtful accounts receivables costs to complete

contracts the recoverability of inventories and the fair value of financial and long-lived assets Actual results could differ

materially from these estimates The following critical accounting policies are impacted significantly by judgments

assumptions and estimates used in preparation of the consolidated financial statements

Accounts Receivable

Our trade accounts receivable are subject to credit risks associated with the financial condition of our customers and their

liquidity We evaluate all customers periodically to assess their financial condition and liquidity and set appropriate credit

limits based on this analysis As result the collectibility of accounts receivable may change due to changing general

economic conditions and factors associated with each customers particular business Because substantially all of our

customers are large well-established companies with excellent credit worthiness we have not established reserve at March
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31 2009 and 2008 for potentially uncollectible trade accounts receivable In light of current economic conditions we may

need to establish an allowance for bad debts in the future It is also reasonably possible that future events or changes in

circumstances could cause the realizable value of our trade accounts receivable to decline materially resulting in material

losses

Inventories

We maintain raw material inventories of electronic components motor parts and other materials to meet our expected

manufacturing needs for proprietary products and for products manufactured to the design specifications of our customers

Some of these components may become obsolete or impaired due to bulk purchases in excess of customer requirements

Accordingly we periodically assesses our raw material inventory for potential impairment of value based on then available

information expectations and estimates and establish impairment reserves for estimated declines in the realizable value of

our inventories The actual realizable value of our inventories may differ materially from these estimates based on future

occurrences It is reasonably possible that future events or changes in circumstances could cause the realizable value of our

inventories to decline materially resulting in additional material impairment losses

Percentage of Completion Revenue Recognition on Long-term Contracts Costs and Estimated Earnings in Excess of

Billings on Uncompleted Contracts

We recognize revenue on development projects funded by our customers using the percentage-of-completion method

Under this method contract services revenue is based on the percentage that costs incurred to date bear to managements

best estimate of the total costs to be incurred to complete the project Many of these contracts involve the application of our

technology to customers products and other applications with demanding specifications Managements best estimates have

sometimes been adversely impacted by unexpected technical challenges requiring additional analysis and redesign failure

of electronic components to operate in accordance with manufacturers published performance specifications unexpected

prototype failures requiring the purchase of additional parts and variety of other factors that may cause unforeseen delays

and additional costs It is reasonably possible that total costs to be incurred on any of the projects in process at March 31

2009 could be materially different from managements estimates and any modification of managements estimate of total

project costs to be incurred could result in material changes in the profitability of affected projects or result in material

losses on any affected projects

Fair Value Measurements and Asset Impairment

Some of our assets and liabilities may be subject to analysis as to whether the asset or liability should be marked to fair

value and some assets may be evaluated for potential impairment in value Fair value estimates and judgments may be

required by management for those assets that do not have quoted prices in active markets These estimates and judgments

may include fair value determinations based upon the extrapolation of quoted prices for similar assets and liabilities in

active or inactive markets for observable items other than the asset or liability itself for observable items by correlation or

other statistical analysis or from our assumptions about the assumptions market participants
would use in valuing an asset

or liability when no observable market data is available Similarly management evaluates both tangible and intangible

assets for potential impairments in value In conducting this evaluation management may rely on number of factors to

value anticipated future cash flows including operating results business plans and present value techniques Rates used to

value and discount cash flows may include assumptions about interest rates and the cost of capital at point in time There

are inherent uncertainties related to these factors and managements judgment in applying them to the analysis of asset

impairment Changes in any of the foregoing estimates and assumptions or change in market conditions could result in

material change in the value of an asset or liability resulting in material adverse change in our operating results

New Accounting Pronouncements

In September 2006 the Financial Accounting Standards Board FASB issued Statement of Financial Accounting

Standards No 157 Fair Value Measurements SEAS No 157 SFAS No 157 defines fair value establishes

framework for measuring fair value and requires additional disclosures about fair value measurements In February 2008

the FASB issued FASB Staff Position FSP 157-2 Effective Date of FASB Statement No 157 which delayed the effective

date of SFAS No 157 for all nonrecurring fair value measurements of nonfinancial assets and liabilities We adopted the

provisions of SFAS No 157 related to financial instruments on April 2008 and the provisions related to nonfinancial

assets and liabilities on April 2009 except for those that are recognized or disclosed at fair value in the financial

statements on recurring basis The provisions of this standard adopted by us on April 2008 did not have material

effect on our financial statements and the adoption of the provisions effective April 2009 will not have material effect

on our financial statements
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In December 2007 the FASB issued Statement of Financial Accounting Standards No 141 revised 2007 Business

Combinations FAS 141R and Statement of Financial Accounting Standards No 160 Noncontrolling Interests in

Consolidated Financial Statements FAS 160 These standards goals are to improve simplify and converge

internationally the accounting for business combinations and the reporting of noncontrolling interests in consolidated

financial statements The provisions of FAS 141R and FAS 160 are effective for our fiscal year beginning April 2009

We intend to adopt these standards for future acquisitions after the effective date

In April 2008 the FASB issued FASB Staff Position FSP 142-3 Determination of the Useful Lfe of Intangible Assets

FSP 142-3 FSP 142-3 amends the factors that should be considered in developing renewal or extension assumptions

used to determine the useful life of recognized intangible asset under SFAS No 142 Goodwill and Other Intangible

Assets FSP 142-3 is effective for fiscal years beginning after December 15 2008 The adoption of this standard will not

have material effect on our financial statements

In May 2008 the FASB issued Statement of Financial Accounting Standards No 162 The Hierarchy of Generally Accepted

Accounting Principles SFAS No 162 SFAS No 162 identifies the sources of accounting principles and the framework

for selecting the principles used in the preparation of financial statements SFAS No 162 is effective 60 days following the

SECs approval of the Public Company Accounting Oversight Board amendments to AU Section 411 The Meaning of

Present Fairly in Conformity with Generally Accepted Accounting Principles The adoption of this standard will not have

material effect on our financial statements

In June 2008 the FASB ratified Emerging Issues Task Force EITF Issue No 08-3 Accounting for Lessees for

Maintenance Deposits Under Lease Arrangements EITF 08-3 EITF 08-3 provides guidance for accounting for

nonrefundable maintenance deposits It also provides revenue recognition accounting guidance for the lessor EITF 08-3 is

effective for fiscal years beginning after December 15 2008 The adoption of this EITF will not have material effect on

our financial statements

In October 2008 the FASB issued FASB Staff Position FSP 157-3 Determining the Fair Value of Financial Asset

When the Market for That Asset Is Not Active FSP 157-3 FSP 157-3 clarifies the application of SFAS No 157 in

market that is not active and addresses application issues such as the use of internal assumptions when relevant observable

data does not exist the use of observable market information when the market is not active and the use of market quotes

when assessing the relevance of observable and unobservable data FSP 157-3 is effective for all periods presented in

accordance with SFAS No 157 The adoption of FSP 157-3 did not have material effect on our financial statements

In April 2009 the FASB issued FASB Staff Position FSP 157-4 Determining Fair Value When Volume and Level of

Activity for the Asset or Liability Have SignfIcantly Decreased and Ident5ing Transactions That Are Not Orderly FSP
157-4 FSP 157-4 provides guidance on how to determine the fair value of assets and liabilities when the volume and

level of activity for the asset/liability has significantly decreased FSP 157-4 also provides guidance on identifying

circumstances that indicate transaction is not orderly In addition FSP 157-4 requires disclosure in interim and annual

periods of the inputs and valuation techniques used to measure fair value and discussion of changes in valuation

techniques FSP 157-4 is effective for us beginning in the first quarter of fiscal year 2010 The adoption of FSP 157-4 will

not have material impact on our consolidated financial statements

In April 2009 the FASB issued FASB Staff Position FSP 115-2 and Statement of Financial Accounting Standards FAS
No 124-2 Recognition and Presentation of Other-Than-Temporary Impairment FSP 15-2/FAS No 124-2 FSP 115-

2/FAS No 124-2 amends the requirements for the recognition and measurement of other-than-temporary impairments for

debt securities by modifying the pre-existing intent and ability indicator Additionally FSP 11 5-2/FAS No 124-2 changes

the presentation of an other-than-temporary impairment in the income statement for those impairments involving credit

losses FSP 115-2/FAS No 124-2 is effective for us beginning in the first quarter of fiscal
year 2010 The adoption of this

standard will not have material effect on our financial statements

In April 2009 the FASB issued FASB Staff Position FSP 107-1 and Accounting Principals Board APB Opinion 28-1

Interim Disclosure about Fair Value of Financial Instruments FSP 107-1/APB 28-I FSP 107-l/APB 28-1 requires

interim disclosures regarding the fair values of financial instruments that are within the scope of FAS 107 Disclosures

about the Fair Value of Financial Instruments Additionally FSP 107- l/APB 28-1 requires disclosure of the methods and

significant assumptions used to estimate the fair value of financial instruments on an interim basis as well as changes of the

methods and significant assumptions from prior periods FSP 107- 1/APB 28-1 does not change the accounting treatment for

these financial instruments and is effective for us beginning in the first quarter of fiscal year 2010 The adoption of this

standard will not have material effect on our financial statements
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QUANTITATIVE AND QUALITATIVE DISCLOSURES ABOUT MARKET RISK

Market risk is the potential loss arising from adverse changes in market rates and prices such as foreign currency exchange

and interest rates We do not use financial instruments to any degree to manage these risks and do not hold or issue

financial instruments for trading purposes All of our product sales and related receivables are payable in U.s dollars We

are not subject to interest rate risk on our debt obligations
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REPORT OF INDEPENDENT REGISTERED PUBLIC ACCOUNTING FIRM

Board of Directors and Shareholders

of UQM Technologies Inc

We have audited the accompanying consolidated balance sheets of UQM Technologies Inc Colorado Corporation
and subsidiaries the Company as of March 31 2009 and 2008 and the related consolidated statements of operations

stockholders equity and cash flows for each of the three years in the period ended March 31 2009 We also have audited

UQM Technologies Inc and subsidiaries internal control over financial reporting as of March 31 2009 based on criteria

established in Internal Control Integrated Framework issued by the Committee of Sponsoring Organizations of the

Treadway Commission COSO UQM Technologies Inc.s management is responsible for these financial statements

for maintaining effective internal control over financial reporting and for its assessment of the effectiveness of internal

control over financial reporting included in the accompanying Managements Annual Report on Internal Control over

financial reporting included in Item 9A Our responsibility is to express an opinion on these financial statements and an

opinion on UQM Technologies Inc.s internal control over financial reporting based on our audits

We conducted our audits in accordance with the standards of the Public Company Accounting Oversight Board United

States Those standards require that we plan and perform the audits to obtain reasonable assurance about whether the

financial statements are free of material misstatement and whether effective internal control over financial reporting was
maintained in all material respects Our audits of the financial statements included examining on test basis evidence

supporting the amounts and disclosures in the financial statements assessing the accounting principles used and

significant estimates made by management and evaluating the overall financial statement presentation Our audit of

internal control over financial reporting included obtaining an understanding of internal control over financial reporting

assessing the risk that material weakness exists and testing and evaluating the design and operating effectiveness of

internal control based on the assessed risk Our audits also included performing such other procedures as we considered

necessary in the circumstances We believe that our audits provide reasonable basis for our opinions

companys internal control over financial reporting is
process designed to provide reasonable assurance regarding

the reliability of financial reporting and the preparation of financial statements for external
purposes in accordance with

generally accepted accounting principles companys internal control over financial reporting includes those policies

and procedures that pertain to the maintenance of records that in reasonable detail accurately and fairly reflect the

transactions and dispositions of the assets of the company provide reasonable assurance that transactions are

recorded as necessary to permit preparation of financial statements in accordance with generally accepted accounting

principles and that receipts and expenditures of the company are being made only in accordance with authorizations of

management and directors of the company and provide reasonable assurance regarding prevention or timely
detection of unauthorized acquisition use or disposition of the companys assets that could have material effect on the

financial statements

Because of its inherent limitations internal control over financial reporting may not prevent or detect misstatements

Also projections of
any evaluation of effectiveness to future periods are subject to the risk that controls may become

inadequate because of changes in conditions or that the degree of compliance with the policies or procedures may
deteriorate

In our opinion the consolidated financial statements referred to above present fairly in all material respects the financial

position of UQM Technologies Inc and subsidiaries as of March 31 2009 and 2008 and the results of their operations
and their cash flows for each of the three years in the period ended March 31 2009 in conformity with accounting
principles generally accepted in the United States of America Also in our opinion UQM Technologies Inc and

subsidiaries maintained in all material respects effective internal control over financial reporting as of March 31 2009
based on criteria established in Internal Control Integrated Framework issued by COSO

Denver Colorado

May 20 2009
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UQM TECHNOLOGIES INC
AND SUBSIDIARIES

Consolidated Balance Sheets

March 31 2009 March 31 2008

Assets

Current assets

Cash and cash equivalents
2501999 3176084

Short-term investments 3291667 6589808

Accounts receivable 917099 1304139

Costs and estimated earnings in excess of billings on

uncompleted contracts 643098 649670

Inventories 1307171 961489

Prepaid expenses and other current assets 117768 119647

Total current assets 8778.802 12.800837

Property and equipment at cost

Land 181580 181580

Building
2464213 2460103

Machinery and equipment 4040.406 3558524

6686199 6200207

Less accumulated depreciation
3.556.796 3317.812

Net property and equipment 3129403 2882395

Patent and trademark costs net of accumulated amortization

of $733594 and $677957 438184 477765

Other assets 76.443 24 1.549

Total assets 12A22832 i6404

Continued

See accompanying notes to consolidated financial statements
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UQM TECHNOLOGIES INC
AND SUBSIDIARIES

Consolidated Balance Sheets Continued

March 31 2009 March 31 2008
Liabilities and Stockholders Eciuitv

Current liabilities

Accounts payable 651129 740527
Other current liabilities 600672 372285
Current portion of long-term debt 416923 106002
Short-term deferred compensation under executive employment

agreements 397834 364000

Billings in excess of costs and estimated earnings on

uncompleted contracts 71.367 707.848

Total current liabilities 2137925 2290662

Long-term debt less current portion 416923

Long-term deferred compensation under executive employment agreements 675715 633.873

675715 1.050796

Total liabilities 2.813640 3341.458

Commitments and contingencies

Stockholders equity

Common stock $0.01 par value 50000000 shares

authorized 26727694 and 26526737 shares

issued and outstanding 267277 265267
Additional paid-in capital 78767154 77819041
Accumulated deficit 69.425239 65023220

Total stockholders equity 9609.192 13061.088

Total liabilities and stockholders equity 12.422832 16.402.546

See accompanying notes to consolidated financial statements
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UQM TECHNOLOGIES INC
AND SUBSIDIARIES

Consolidated Statements of Operations

Year Ended Year Ended Year Ended

March 31 2009 March 31 2008 March 31 2007

Revenue

Contract services 2717246 2591939 2907536

Product sales 6.011065 4.916383 3745658

8728311 7.508322 6653194

Operating costs and expenses

Costs of contract services 2279956 2039017 2666316

Costs of product sales 4682711 4392442 3323577

Research and development 593209 461791 321160

Production engineering 1869848 1706978 1286761

Selling general and administrative 3782840 3905495 2855213

Loss gain on disposal of assets 510 2159 889

13208054 12503564 10.453916

Loss before other income expense 4479743 4995242 3800722

Other income expense

Interest income 198947 463248 445578

Interest expense
33387 40652 47422

Impairment of investment 89369

Other 1533 13459 28791

77724 409137 369365

Net loss 4402.019 4586.105 343 1351

Net loss per common share-basic and diluted $Q7 Qth 034

Weighted average number of shares of common

stock outstanding basic and diluted 2451i30 21967 25116354

See accompanying notes to consolidated financial statements
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UQM TECHNOLOGIES INC
AND SUBSIDIARIES

Consolidated Statements of Stockholders Equity

Number of

common Additional Total

shares Common paid-in Accumulated stockholders

issued stock
capital deficit eQuity

Balances at April 12006 24776042 $247760 69293461 56796847 12744374

Issuance of common stock under

employee stock purchase plan 7095 71 17695 17766
Issuance of common stock upon

exercise of employee options 215440 2154 681539 683693
Issuance of common stock upon

exercise of warrants 165812 1659 426136 427795
Issuance of common stock to

directors
12500 125 39875 40000

Compensation expense from

employee and director stock

option and common stock grants 917756 917756
Cumulative effect of adoption of

SAB 108
208911 208911

Net loss
3.43 1.357 3.43 1.357

Balances at March 31 2007 25176889 251769 71376462 60437115 11191116

Issuance of common stock in follow-on

offering net of offering Costs 1250000 12500 5171177 5183677
Issuance of common stock under

employee stock purchase plan 14664 146 40644 40790
Issuance of common stock upon

exercise of employee options 24362 244 56431 56675
Issuance of common stock under

stock bonus plan 60822 608 46623 47231
Compensation expense from

employee and director stock

option and common stock grants 1127704 1127704

Net loss

4.586105 4.586105

Balances at March 31 2008 26526737 265267 77819041 65023220 13061088

Issuance of common stock under

employee stock purchase plan 22268 223 33994 34217
Purchase of treasury stock 70269 703 156434 157137
Issuance of common stock under

stock bonus plan 248958 2490 2490
Compensation expense from

employee and director stock

option and common stock grants 1073043 1073043

Net loss

4.402019 4.402019

Balances at March 31 2009
69.425.239

See accompanying notes to consolidated financial statements
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UQM TECHNOLOGIES INC

AND SUBSIDIARIES

Consolidated Statements of Cash Flows

Year Ended Year Ended Year Ended

March 31 2009 March 31 2008 March 31 2007

Cash flows from operating activities

Net loss $4402019 4586105 3431357

Adjustments to reconcile net loss to net cash used in

operating activities

Depreciation and amortization 546843 437799 414322

Gain on disposal of assets 510 13314

Impairment of long-lived assets 11155 889

Impairment of investment 89369

Impairment of inventories 41613

Non-cash equity based compensation 1073043 1174935 957756

Change in operating assets and liabilities

Accounts receivable and costs and estimated

earnings in excess of billings on

uncompleted contracts 393612 255113 736243

Inventories 387295 61604 432400

Prepaid expenses and other current assets 1879 159696 160904

Other assets 2101 2102

Accounts payable and other current liabilities 138989 228918 436201

Billings in excess of costs and estimated

earnings on uncompleted contracts 636481 395311 90911

Deferred compensation under executive

employment agreements
75676 452334 125767

Net cash used in operating activities 3065.28 2511723 2732956

Cash flows from investing activities

Maturities purchases of short-term investments 3208772 607980 27566

Increase in other long-term assets 2122 2217 52699

Prepayments on property and equipment 188427 186633

Acquisition of property and equipment 382559 616488 397008

Increase in patent and trademark costs 16056 51099 6773
Proceeds from sale of assets 510 17.665

Net cash provided by used in investing activities 2.620118 1446752 428914

See accompanying notes to consolidated financial statements

Continued
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UQM TECHNOLOGIES INC
AND SUBSIDIARIES

Consolidated Statements of Cash Flows Continued

Cash flows from financing activities

Repayment of debt

Issuance of common stock in follow-on offering

net of offering costs

Issuance of common stock upon exercise of

employee options

Purchase of treasury stock

Issuance of conmion stock upon exercise of warrants

Issuance of common stock under employee stock

purchase plan

Net cash provided by used in financing activities

Increase decrease in cash and cash equivalents

Cash and cash equivalents at beginning of year

Cash and cash equivalents at end of
year

Supplemental Cash Flow Information

Interest paid in cash during the
year

See accompanying notes to consolidatedfinancial statements

Year Ended Year Ended Year Ended

March 31 2009 March 31 2008 March 31 2007

106002 98760 92013

5183677

56675 683693

157137

427795

34217 40790 17766

228922 5182382 1037.241

674085 1223907 2124629

3176084 1952177 4076806

2501999 3.176.084 1952177

33.738 40.979 47.726
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UQM TECHNOLOGIES INC

AND SUBSIDIARIES

Notes to Consolidated Financial Statements

Summary of Significant Accounting Policies

Description of Business

UQM Technologies Inc and our wholly-owned subsidiary UQM Power Products Inc are engaged in the

research development and manufacture of permanent magnet electric motors and the electronic controls for such

motors Our facility is located in Frederick Colorado Our revenue is derived primarily from product sales to

customers in the automotive agriculture industrial medical and
aerospace markets and from contract research

and development services We are impacted by other factors such as the continued receipt of contracts from

industrial and governmental parties our ability to protect and maintain the proprietary nature of our technology

continued product and technological advances and our ability together with our partners to commercialize our

products and technology

Principles of Consolidation

The consolidated financial statements include the accounts of UQM Technologies Inc and those of all majority-

owned or controlled subsidiaries All intercompany accounts and transactions have been eliminated in

consolidation

Cash and Cash Equivalents and Short-term Investments

We consider cash on hand and investments with original maturities of three months or less to be cash and cash

equivalents Investments with original maturities of greater than three months and less than one year
from the

balance sheet date are classified as short-term

Investments

We have an investment policy approved by the Board of Directors that governs the quality acceptability and

dollar concentration of our investments Investments are comprised of marketable securities and consist

primarily of commercial paper asset-backed and mortgage-backed notes and bank certificates of deposits with

original maturities beyond three months All marketable securities are held in our name at two major financial

institutions who hold custody of the investments All of our investments are held-to-maturity investments that

we have the positive intent and ability to hold until maturity These securities are recorded at amortized cost

Investments with an original maturity of greater than three months and less than one year
from the balance sheet

date are classified as short-term

The amortized cost and unrealized gain or loss of our investments were

March 31 2009 March 31 2008

Amortized Cost Gain Loss Amortized Cost Gain Loss

Short-term investments

U.S government and government agency

securities 2055176 2755 1656515 3193
Commercial paper corporate and foreign bonds 137418 3454 1912779 9050
Certificates of deposit 1099.073 3020514

3291.667 699 6589808 12243

Long-term investment

Certificates of deposit included in other assets 57038 54.916

3.348i05 699 6644724 i2243
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UQM TECHNOLOGIES INC

AND SUBSIDIARIES

Notes to Consolidated Financial Statements Continued

The time to maturity of held-to-maturity securities were

March 31
2009 2008

Three to six months 1311373
Six months to one year 3291667 5278435
Over one year 57038 54.916

3348705 6.644.724

Accounts Receivable

We extend unsecured credit to most of our customers following review of the customers financial condition

and credit history We establish an allowance for doubtful accounts based upon number of factors including

the length of time trade receivables are past due the customers ability to pay its obligation to us the condition

of the general economy estimates of credit risk historical trends and other information We write off accounts

receivable when they become uncollectible against our allowance for uncollectible accounts receivable At

March 31 2009 and 2008 no allowance for uncollectible accounts receivable was deemed necessary Accounts

receivable are deemed to be past due when they have not been paid by their contractual due date

Inventories

Inventories are stated at the lower of cost or market Cost is determined by the first-in first-out method

Inventory reserves are based on our assessment of recoverability of slow moving or obsolete inventory items

We did not have any reserves recorded as of March 31 2009 and 2008

Property and Equipment

Property and equipment is stated at cost Depreciation is computed using the straight-line method over the

estimated useful lives of the assets which range from to years except for buildings which are depreciated

over 27.5 years Maintenance and repairs are charged to expense as incurred Depreciation expense
for the

fiscal years ended March 31 2009 2008 and 2007 was $491206 $382162 and $337470 respectively

Patent and Trademark Costs

Patent and trademark costs consist primarily of legal expenses and represent those costs incurred by us for the

filing of patent and trademark applications Amortization of patent and trademark costs is computed using the

straight-line method over the estimated useful life of the asset typically 17 years for patents and 40 years for

trademarks Amortization
expense for the fiscal years ended March 31 2009 2008 and 2007 was $55637

$55637 and $76852 respectively

Impairment of Long-Lived Assets

We periodically evaluate whether circumstances or events have affected the recoverability of long-lived assets

including intangible assets with finite useful lives The assessment of possible impairment is based on our

ability to recover the carrying value of the asset or groups of assets from expected future cash flows

undiscounted and without interest charges estimated by management If expected future cash flows are less

than the carrying value an impairment loss is recognized to adjust the asset to fair value as determined by

expected discounted future cash flows

Product Warranties

Our warranty policy generally provides three months to three years of coverage depending on the product We
record liability for estimated warranty obligations at the date products are sold The estimated cost of warranty
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UQM TECHNOLOGIES INC
AND SUBSIDIARIES

Notes to Consolidated Financial Statements Continued

coverage is based on our actual historical experience with our current products or similar products For new

products the required reserve is based on historical experience of similarproducts until sufficient historical data

has been collected on the new product Adjustments are made as new information becomes available

Revenue and Cost Recognition

We manufacture proprietaiy products and other products Revenue from sales of products are generally

recognized at the time title to the goods and the benefits and risks of ownership passes to the customer which is

typically when products are shipped based on the terms of the customer purchase agreement

Revenue relating to long-term fixed price contracts is recognized using the percentage of completion method

Under the percentage of completion method contract revenues and related costs are recognized based on the

percentage that costs incurred to date bear to total estimated costs

Changes in job performance estimated profitability and final contract settlements may result in revisions to cost

and revenue and are recognized in the period in which the revisions are determined

Contract costs include all direct materials subcontract and labor costs and other indirect costs Selling general

and administrative costs are charged to expense as incurred At the time loss on contract becomes known

the entire amount of the estimated loss is accrued

The aggregate of costs incurred and estimated earnings recognized on uncompleted contracts in excess of related

billings is shown as current asset and billings on uncompleted contracts in excess of costs incurred and

estimated earnings is shown as current liability

Income Taxes

The Company accounts for income taxes in accordance with Statement of Financial Accounting Standards No
109 Accounting for Income Taxes SFAS 109 Under the asset and liability method of SFAS 109 deferred

tax assets and liabilities are recognized for the future tax consequences attributable to differences between the

financial statement carrying amounts of existing assets and liabilities and their respective tax basis and operating

loss and tax credit carry-forwards Deferred tax assets and liabilities are measured using enacted tax rates

expected to apply to taxable income in the years in which those temporary differences are expected to be

recovered or settled The valuation of deferred tax assets may be reduced if future realization is not assured

The effect of change in tax rates on deferred tax assets and liabilities is recognized in income in the period that

includes the enactment date

Research and Development

Costs of researching and developing new technology or significantly altering existing technology are expensed

as incurred

Loss per Common Share

Basic earnings per share is computed by dividing income or loss available to common stockholders by the

weighted average number of common shares outstanding during the periods presented Diluted earnings per

share is computed by dividing income or loss available to common stockholders by all outstanding and

potentially dilutive shares during the periods presented unless the effect is antidilutive At March 31 2009
2008 and 2007 respectively issued but not yet earned common shares of 225870 283480 and 136035 were

being held in safekeeping by the Company For the fiscal years 2009 2008 and 2007 shares in the amount of

zero 7887 and 9767 shares were potentially included in the calculation of diluted loss
per

share under the

treasury stock method but were not included because to do so would be antidilutive At March 31 2009 2008

and 2007 options to purchase 2995214 2679740 and 2771914 shares of common stock respectively and

warrants to purchase zero 85267 and 157267 shares of common stock respectively were outstanding For the
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UQM TECHNOLOGIES INC
AND SUBSIDIARIES
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fiscal
years ended March 31 2009 2008 and 2007 respectively options and warrants for 2957734 1400051

and 1582262 shares were not included in the computation of diluted loss per share because the option or

warrant exercise price was greater than the average market price of the common stock In-the-money options

and warrants determined under the treasury stock method to acquire 3554 shares 335477 shares and 381096
shares of common stock for the fiscal years ended March 31 2009 2008 and 2007 respectively were

potentially includable in the calculation of diluted loss per share but were not included because to do so would

be antidilutive

Use of Estimates

The preparation of financial statements in conformity with accounting principles generally accepted in the

United States of America requires management to make estimates and assumptions that affect the reported

amounts of assets and liabilities and disclosure of contingent assets and liabilities at the date of the financial

statements and the reported amounts of revenue and
expenses during the reporting period Actual results could

differ from those estimates

Reclassifications

Certain prior year amounts have been reclassified to conform to the current year presentation

New Accounting Pronouncements

In September 2006 the Financial Accounting Standards Board FASB issued Statement of Financial

Accounting Standards No 157 Fair Value Measurements SFASNo 157 SFAS No 157 defines fair value
establishes framework for measuring fair value and requires additional disclosures about fair value

measurements In February 2008 the FASB issued FASB Staff Position FSP 157-2 Effective Date of FASB
Statement No 157 which delayed the effective date of SFAS No 157 for all nonrecurring fair value

measurements of nonfinancial assets and liabilities We adopted the provisions of SFAS No 157 related to

financial instruments on April 2008 and the provisions related to nonfinancial assets and liabilities on April

2009 except for those that are recognized or disclosed at fair value in the financial statements on recurring

basis The provisions of this standard adopted by us on April 2008 did not have material effect on our

financial statements and the adoption of the provisions effective April 2009 will not have material effect on

our financial statements

In December 2007 the FASB issued Statement of Financial Accounting Standards No 141 revised 2007
Business Combinations FAS 141R and Statement of Financial Accounting Standards No 160

Noncontrolling Interests in Consolidated Financial Statements FAS 160 These standards goals are to

improve simplify and converge internationally the accounting for business combinations and the reporting of

noncontrolling interests in consolidated financial statements The provisions of FAS 141R and FAS 160 are

effective for our fiscal year beginning April 2009 We intend to adopt these standards for future acquisitions

after the effective date

In April 2008 the FASB issued FASB Staff Position FSP 142-3 Determination of the UsefulLfe of Intangible

Assets FSP 142-3 FSP 142-3 amends the factors that should be considered in developing renewal or

extension assumptions used to determine the useful life of recognized intangible asset under SFAS No 142
Goodwill and Other Intangible Assets FSP 142-3 is effective for fiscal

years beginning after December 15
2008 The adoption of this standard will not have material effect on our financial statements

In May 2008 the FASB issued Statement of Financial Accounting Standards No 162 The Hierarchy of

Generally Accepted Accounting Principles SFAS No 162 SFAS No 162 identifies the sources of

accounting principles and the framework for selecting the principles used in the preparation of financial

statements SFAS No 162 is effective 60 days following the SECs approval of the Public Company
Accounting Oversight Board amendments to AU Section 411 The Meaning of Present Fairly in Conformity with

Generally Accepted Accounting Principles The adoption of this standard will not have material effect on our
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financial statements

In June 2008 the FASB ratified Emerging Issues Task Force EITF Issue No 08-3 Accounting for Lessees for

Maintenance Deposits Under Lease Arrangements EITF 08-3 EITF 08-3 provides guidance for accounting

for nonrefundable maintenance deposits It also provides revenue recognition accounting guidance for the lessor

EITF 08-3 is effective for fiscal
years beginning after December 15 2008 The adoption of this EITF will not

have material effect on our financial statements

In October 2008 the FASB issued FASB Staff Position FSP 157-3 Determining the Fair Value of Financial

Asset When the Market for That Asset Is Not Active TSP 157-3 FSP 157-3 clarifies the application of SFAS

No 157 in market that is not active and addresses application issues such as the use of internal assumptions

when relevant observable data does not exist the use of observable market information when the market is not

active and the use of market quotes when assessing the relevance of observable and unobservable data FSP

157-3 is effective for all periods presented in accordance with SFAS No 157 The adoption of FSP 157-3 did

not have material effect on our financial statements

In April 2009 the FASB issued FASB Staff Position FSP 157-4 Determining Fair Value When Volume and

Level of Activity Jr the Asset or Liability Have SignfIcantiy Decreased and idenifying Transactions That Are

Not Orderly FSP 157-4 FSP 157-4 provides guidance on how to determine the fair value of assets and

liabilities when the volume and level of activity for the asset/liability has significantly decreased FSP 157-4 also

provides guidance on identifying circumstances that indicate transaction is not orderly In addition FSP 157-4

requires disclosure in interim and annual periods of the inputs and valuation techniques used to measure fair

value and discussion of changes in valuation techniques FSP 157-4 is effective for us beginning in the first

quarter of fiscal
year

2010 The adoption of FSP 157-4 will not have material impact on our consolidated

financial statements

In April 2009 the FASB issued FASB Staff Position FSP 115-2 and Statement of Financial Accounting

Standards FAS No 124-2 Recognition and Presentation of Other-Than-Temporary Impairment FSP 115-

2/FASNo 124-2 FSP 1l5-2/FAS No 124-2 amends the requirements for the recognition and measurement of

other-than-temporary impairments for debt securities by modifying the pre-existing intent and ability indicator

Additionally FSP 11 5-2/FAS No 124-2 changes the presentation of an other-than-temporary impairment in the

income statement for those impairments involving credit losses FSP 15-2/FAS No 124-2 is effective for us

beginning in the first quarter of fiscal year 2010 The adoption of this standard will not have material effect on

our financial statements

In April 2009 the FASB issued FASB Staff Position FSP 107-1 and Accounting Principals Board APB
Opinion 28-1 Interim Disclosure about Fair Value of Financial Instruments FSP 107-1/APB 28-1 FSP

107- 1/APB 28-1 requires interim disclosures regarding the fair values of financial instruments that are within the

scope of FAS 107 Disclosures about the Fair Value of Financial Instruments Additionally FSP 107-1 /APB 28-

requires disclosure of the methods and significant assumptions used to estimate the fair value of financial

instruments on an interim basis as well as changes of the methods and significant assumptions from prior

periods FSP 107-1/APB 28-1 does not change the accounting treatment for these financial instruments and is

effective for us beginning in the first quarter of fiscal year 2010 The adoption of this standard will not have

material effect on our financial statements

Stock Based Compensation

Stock Option Plans

As of March 31 2009 we had 805966 shares of common stock available for future grant to employees consultants

and key suppliers under our 2002 Equity Incentive Plan Plan Under the Plan the exercise price of each option is

set at the fair value of the common stock on the date of grant and the maximum term of the option is 10 years from

the date of grant Options granted to employees generally vest ratably over three-year period The maximum
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number of options that may be granted to an employee under the Plan in any calendar
year

is 500000 options

Forfeitures under the Plan are available for re-issuance at any time prior to expiration of the Plan in 2013 Options

granted under the Plan to employees require the option holder to abide by certain Company policies which restrict

their ability to sell the underlying common stock Prior to the adoption of the Plan we issued stock options under

our 1992 Incentive and Non-Qualified Option Plan which expired by its terms in 2002 Forfeitures under the 1992

Incentive and Non-Qualified Option Plan may not be re-issued

Non-Employee Director Stock Option Plan

In February 1994 our Board of Directors ratified Stock Option Plan for Non-Employee Directors Directors

Plan pursuant to which Directors may elect to receive stock options in lieu of cash compensation for their services

as directors As of March 31 2009 we had 204304 shares of common stock available for future grant under the

Directors Plan Option terms range from to 10 years from the date of grant Option exercise prices are equal to the

fair value of the common shares on the date of grant Options granted under the plan generally vest immediately

Forfeitures under the Directors Plan are available for re-issuance at future date

Stock Purchase Plan

We have established Stock Purchase Plan under which eligible employees may contribute up to 10 percent of their

compensation to purchase shares of our common stock at 85 percent of the fair market value at specified dates As of

March 31 2009 we had 67969 shares of common stock available for issuance under the Stock Purchase Plan

During the years ended March 31 2009 2008 and 2007 respectively 22268 14664 and 7095 shares of common
stock were issued under the Stock Purchase Plan Cash received by us upon the issuance of shares under the Stock

Purchase Plan for the years ended March 31 2009 2008 and 2007 was $34 217 $40790 and $17766 respectively

Stock Bonus Plan

We have Stock Bonus Plan Stock Plan administered by the Board of Directors As of March 31 2009 there

were 6794 shares of common stock available for future grant under the Stock Plan Under the Stock Plan shares of

common stock may be granted to employees key consultants and directors who are not employees as additional

compensation for services rendered Vesting requirements for grants under the Stock Plan if any are determined by

the Board of Directors at the time of grant There were 191348 and 204558 shares granted under the Stock Plan

during the
years ended March 31 2009 and March 31 2008 respectively

We use the straight-line attribution method to recognize share-based compensation costs over the requisite service

period of the award Options granted by us generally expire ten years from the grant date Options granted to

existing and newly hired employees generally vest over three-year period from the date of the grant The exercise

price of options is equal to the market price of our common stock defined as the closing price reported by the NYSE
Amex on the date of grant

We use the Black-Scholes-Merton option pricing model for estimating the fair value of stock option awards Total

share-based compensation expense and the classification of these expenses for the last three fiscal years were as

follows

Year Ended Year Ended Year Ended

March 31 2009 March 31 2008 March 31 2007

Cost of contract services 110329 113507 154828

Cost of product sales 84875 60933 48606
Research and development 37903 25652 22612
Production engineering 128553 132494 113013

Selling general and administrative 711383 842349 618697

1073043 1174935 957756
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Share-based compensation capitalized in inventories was insignificant as of March 31 2009 and 2008

In accordance with SFAS No 123R we adjust share-based compensation on quarterly basis for changes to the

estimate of expected equity award forfeitures based on actual forfeiture experience The effect of adjusting the

forfeiture rate for all
expense

amortization is recognized in the period the forfeiture estimate is changed The effect

of forfeiture adjustments during the years
ended March 31 2009 2008 and 2007 was insignificant

All options granted under the Non-Employee Director Stock Option Plan are vested summary of the status of

non-vested shares under the Equity Incentive Plan as of March 31 2009 2008 and 2007 and changes during the

years
ended March 31 2009 2008 and 2007 are presented below

Year Ended Year Ended Year Ended

March 31 2009 March 31 2008 March 31 2007

Weighted- Weighted- Weighted-

Shares Average Shares Average Shares Average

Under Grant Date Under Grant Date Under Grant Date

Option Fair Value Option Fair Value Option Fair Value

Non-vested at March31 337888 $1.85 554940 $1.71 926197 $1.61

Granted

Vested 10000 $2.10 10000 $2.10 10000 $2.10

Forfeited 2.000 1.61 2387 2.01 14481 1.17

Non-vested atJune 30 325888 $1.84 542553 $1.70 901716 $1.61

Granted 381615 $1.08 106159 $1.89 119605 $1.53

Vested 72588 1.69 39702 1.52

Forfeited 1500 1.61 2000 1.61 48276 1.59

Non-vested at September30 633415 1.40 607010 1.75 973045 1.60

Granted

Vested 346294 1.39 246455 1.63 252117 $1.63

Forfeited 2.000 1.61

Non-vested at December31 287121 $1.41 358555 $1.83 720928 $1.60

Granted 6000 $1.03 5000 2.69

Vested 3667 1.78 26667 1.41 165520 1.23

Forfeited 5468 $1.78

Non-vested at March31 283454 L4Q 33L L5 554940 Li

As of March 31 2009 there was $266896 of total unrecognized compensation costs related to stock options granted

under our stock option plans The unrecognized compensation cost is expected to be recognized over weighted

average period of 22 months The total fair value of stock options that vested during the years ended March 31

2009 2008 and 2007 was $633106 $519978 and $635894 respectively
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summary of the non-vested shares under the Stock Bonus Plan as of March 31 2009 and 2008 and changes

during the years ended March 31 2009 2008 and 2007 is presented below

Year Ended Year Ended Year Ended

March 31 2009 March 31 2008 March 31 2007

Weighted- Weighted- Weighted-

Shares Average Shares Average Shares Average

Under Grant Date Under Grant Date Under Grant Date

Contract Fair Value Contract Fair Value Contract Fair Value

Non-vested at March31 283480 3.34 136035 3.20

Granted

Vested

Forfeited

Non-vested at June 30 283480 3.34 136035 3.20

Granted 191348 $2.18 149735 $3.20

Vested 184692 2.43 45349 3.20 12500 3.20

Forfeited 1.200 3.20

Non-vested at September30 290136 3.15 90686 3.20 136035 3.20

Granted 204558 3.40

Vested 64266 $3.40 11764 $3.40

Forfeited

Non-vested at December31 225870 $3.08 283480 3.34 136035 3.20

Granted

Vested

Forfeited

Non-vested at March31 225.870 $3Q 283.480 $134 136035 $12Q

As of March 31 2009 there was $184997 of total unrecognized compensation costs related to common stock

granted under our Stock Bonus Plan The unrecognized compensation cost is expected to be recognized over

weighted average period of 23 months The total fair value of common stock granted under the Stock Bonus Plan

that vested during the years ended March 31 2009 2008 and 2007 was $667384 $185114 and $40000

respectively

During the years ended March 31 2009 2008 and 2007 options to acquire 550358 201060 and 148344 shares of

common stock respectively were granted under our Equity Incentive and Non-Employee Director Stock Option

Plans The weighted average
estimated values of employee and director stock option grants as well as the weighted

average assumptions that were used in calculating such values during the
years ended March 31 2009 2008 and

2007 were based on estimates at the date of grant as follows

Year Ended March 31
2009 2008 2007

Weighted average
estimated

fair value of grant 2.19 Per option 3.41 Per option 3.24 Per option

Expected life in years 3.4 years 3.3 years 3.5
years

Risk free interestrate 3.20% 4.17% 4.9%

Expected volatility 60.56 60.03 59.7

Expected dividend yield 0.0 0.0 0.0

Expected volatility is based on historical volatility The expected life of options granted prior to January 2008

was based on the simplified calculation of expected life described in the U.S Securities and Exchange

CommissionsStaff Accounting Bulletin 107 SAB 107 In addition options granted to members of the board of

directors and executives on July 23 2008 with option terms of less than ten years utilize the simplified calculation
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of expected life described by SAB 107 because we do not have sufficient historical experience for option grants

with option terms of less than ten years The expected life of all other options granted subsequent to December 31

2007 are based on historical experience

Additional information with respect to stock option activity during the year ended March 31 2009 under our

incentive and non-qualified stock option plans is as follows

Weighted

Weighted Average

Shares Average Remaining Aggregate

Under Exercise Contractual Intrinsic

Option Price Life Value

Outstanding at March 31 2008 2543306 3.94 5.2 years

Granted

Exercised

Forfeited 2.000 3.57

Outstanding at June 30 2008 2541306 3.94 5.0 years 3060

Granted 381615 $2.18

Exercised

Forfeited 1500 3.57

Outstanding at September 30 2008 2921421 3.71 4.9 years 584914

Granted

Exercised

Forfeited

Outstanding at December 31 2008 2921421 3.71 4.6 years

Granted

Exercised

Forfeited 180606 4.38

Outstanding at March 31 2009 2740.815 4.7 years

Exercisable at March 31 2009 2457.361 321 4.5 years

Vested and expected to vest at March 31 2009 2.726.859 367 4.6 years
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Additional information with respect to stock option activity during the year ended March 31 2008 under our

incentive and non-qualified stock option plans is as follows

Weighted

Weighted Average

Shares Average Remaining Aggregate

Under Exercise Contractual Intrinsic

Ottion Price Life Value

Outstanding at March 31 2007 2692400 $4.33 5.7 years $1972876
Granted

Exercised 1599 2.41 2.942

Forfeited 3579 2.68

Outstanding at June 30 2007 2687222 4.33 5.4 years 2070665
Granted 106159 3.57

Exercised 4245 2.41 8.193

Forfeited 2000 3.57

Outstanding at September 30 2007 2787136 4.30 52 years $1343718
Granted

Exercised

Forfeited 2000 3.57

Outstanding at December 31 2007 2785136 $4.30 5.0 years 1006016

Granted 6000 $1.69

Exercised

Forfeited 247830 8.00

Outstanding at March 31 2008 2.543.306 124 5.2 years

Exercisable at March 31 2008 2.205.418 122 4.9 years

Vested and expected to vest at March 31 2008 2.523.959 194 5.2 years
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Additional information with respect to stock option activity during the year ended March 31 2007 under our

incentive and non-qualified stock option plans is as follows

Weighted

Weighted Average

Shares Average Remaining Aggregate

Under Exercise Contractual Intrinsic

Option Price Life Value

Outstanding at March 31 2006 3006329 $4.28

Granted

Exercised 186814 3.29 30611
Forfeited 9.037 2.26

OutstandingatJune302006 2810478 $4.35 6.1 years 518535

Granted 119605 $3.20

Exercised

Forfeited 99758 5.61

Outstanding at September 30 2006 2830325 4.26 6.0 years 330706

Granted

Exercised

Forfeited 11666 $2.17

Outstanding at December 31 2006 2818659 $4.27 5.7 years 307679

Granted 5000 4.31

Exercised 28626 2.43 5IæQ
Forfeited 102633 3.31

Outstanding at March 31 2007 2692400 5.7 years 19728i5

Exercisable at March 31 2007 2.137460 4.9 yrs i540910

Vested and expected to vest at March 31 2007 2.666940 54years 1957156
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Additional information with respect to stock option activity during the year ended March 31 2009 under our non-

employee director stock option plan is as follows

Weighted

Weighted Average

Shares Average Remaining Aggregate

Under Exercise Contractual Intrinsic

Option Price Life Value

Outstanding at March 31 2008 131644 3.33 2.7 years

Granted

Exercised

Forfeited

Outstanding at June 30 2008 131644 3.33 2.4
years 1736

Granted 109302 $2.18

Exercised

Forfeited 18027 3.22

Outstanding at September 30 2008 222919 2.77 3.2 years 71345
Granted 59441 $3.39

Exercised

Forfeited 59441 3.39

Outstanding at December 31 2008 222919 2.77 3.0 years

Granted

Exercised

Forfeited

Outstanding at March 31 2009 222.9 19 Z12 2.7 years

Exercisable at March 31 2009 222.919 211 2.7 years

Vested and expected to vest at March 31 2009 222919 217 2.7 years
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Additional information with respect to stock option activity during the year ended March 31 2008 under our non-

employee director stock option plan is as follows

Weighted

Weighted Average

Shares Average Remaining Aggregate

Under Exercise Contractual Intrinsic

Option Price Life Value

Outstanding at March 31 2007 70520 2.91 1.4 years 87911

Granted

Exercised

Forfeited

Outstanding at June 30 2007 70520 2.91 1.2 years 92083

Granted 24039 3.57

Exercised 18518 $2.30 $21111

Forfeited 9259 2.30

Outstanding at September 30 2007 66782 3.40 2.0 years 21111

Granted 57918 $3.40

Exercised

Forfeited

Outstanding at December 31 2007 124700 3.40 2.8 years 7614

Granted 6944 $1.95

Exercised

Forfeited

Outstanding at March 31 2008 131644 33 2.7 years

Exercisable at March 31 2008 131644 2.7 years

Vested and expected to vest at March 31 2008 131644 333 27 years
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Additional information with respect to stock option Ictivity during the year ended March 31 2007 under our non-

employee director stock option plan is as follows

Weighted

Weighted Average

Shares Average Remaining Aggregate

Under Exercise Contractual Intrinsic

Option Price Life Value

Outstanding at March 31 2006 59281 $2.90 1.2 years 16666

Granted

Exercised

Forfeited

Outstanding at June 30 2006 59281 2.90 1.2 years $16666
Granted 23739 3.20

Exercised

Forfeited

Outstanding at September 30 2006 83020 299 1.6
years 12222

Granted

Exercised

Forfeited

Outstanding at December 31 2006 83020 $2.99 1.4
years $11666

Granted

Exercised

Forfeited 12.500 .4S1

Outstanding at March 31 2007 70520 29i 1.4 years 87911

Exercisable at March 31 2007 70.520 29i 1.4 years 87911

Vested and expected to vest at March 31 2007 70520 29I 1.4 years 87911

Cash received by us upon the exercise of stock options for the years ended March 31 2009 2008 and 2007 was

zero $56675 and $683693 respectively The source of shares of common stock issuable upon the exercise of

stock options is from authorized and previously unissued common shares
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Costs and Estimated Earnings in Excess of Billings on Uncompleted Contracts and Billings in Excess of

Costs and Estimated Earnings on Uncompleted Contracts

At March 31 2009 the estimated period to complete contracts in process ranged from one to six months and we

expect to collect substantially all related accounts receivable arising therefrom within sixty days of billing

The following summarizes contracts in process

March 31 2009 March 31 2008

Costs incurred on uncompleted contracts 4414886 3018470

Estimated earnings
194861 377822

4609747 3396292

Less billings to date 4038016 3454470
58178

Included in the accompanying balance sheets as follows

Costs and estimated earnings in excess of billings on

uncompleted contracts 643098 649670

Billings in excess of costs and estimated earnings on

uncompleted contracts 71367 707848

571731 5S178

Inventories

Inventories consist of

March 31 2009 March 31 2008

Raw materials 794663 721291

Work-in-process
419270 179385

Finished products
93238 60813

1307jii 96l4

Our raw material inventory is subject to obsolescence and potential impairment due to bulk purchases in excess of

customers requirements We periodically assess our inventory for recovery of its carrying value based on available

information expectations and estimates and adjust inventory carrying-value to the lower of cost or market for

estimated declines in the realizable value For the fiscal year ended March 31 2009 we impaired obsolete inventory

with carrying value of $41613

Impairment of Long-Lived Assets

During the fiscal years ended March 31 2009 2008 and 2007 we recorded total impairment charges of zero

$11155 and $889 respectively for obsolete equipment and abandoned patent applications

Average annual depreciation expense for the equipment impaired during the fiscal year
ended March 31 2008 for

years preceding the year of impairment was $4308
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Patents and Trademarks

Intangible assets which consist entirely of patents and trademarks owned by the Company had
gross carrying

amount of $1171778 and $1155722 accumulated amortization of $733594 and $677957 and net carrying
amount of $438184 and $477765 at March 31 2009 and 2008 respectively Amortization

expense for the years
ended March 31 2009 2008 and 2007 was $55637 $55637 and $76852 respectively Patents and trademarks

are amortized on straight-line basis over period of 17 years and 40 years respectively

Estimated future amortization of these intangible assets is as follows

2010 54906
2011 47207
2012 39493
2013 38363
2014 34221

Thereafter 223994

$84

Other Current Liabilities

Other current liabilities consist of

March 31 2009 March 31 2008

Accrued payroll and employee benefits 165221 125677
Accrued personal property and real estate taxes 82396 58184
Accrued

warranty costs 84445 117645
Accrued losses on engineering contracts 520 5209
Unearned revenue 149355 20690
Accrued royalties 73773 33923
Other 44962 10957

672 372285
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Long-Term Debt

Long-term debt consists of

March 31 2009 March 31 2008

Note payable to bank payable in monthly installments

with interest at 7.0% matures November 2009

secured by land and building 4l692 522925

Income Taxes

Income tax benefit attributable to loss from operations differed from the amounts computed by applying the U.S

federal income tax rate of 34 percent as result of the following

Year Ended Year Ended Year Ended

March 31 2009 March 31 2008 March 31 2007

Computed expected tax benefit $l497208 1554700 1156872

Increase decrease in taxes resulting from

Adjustment of expiring net operating loss

carry-forwards 1450222 1124302 825774

Adjustment to deferred tax assets and liabilities

for prior period corrections 104562 865148

Increase decrease in valuation allowance for

net deferred tax assets 67423 588902 525326

Other net 114409 53942 8724

Income tax benefit

44



UQM TECHNOLOGIES INC
AND SUBSIDIARIES

Notes to Consolidated Financial Statements Continued

The tax effects of temporary differences that give rise to significant portions of the net deferred tax asset are

presented below

March 31 2009 March 31 2008

Deferred tax assets

Research and development credit cany-forwards 113471 130798

Net operating loss carry-forwards 20050531 20259647
Deferred compensation 397835 369790
Property and equipment 333382 343429

Intangible assets 6180
Stock compensation 383514 363974
Other 126.658 26.197

Total deferred tax assets 21411571 21493835

Deferred tax liabilities

Intangible assets 14.84

Total deferred tax liabilities 14841

Net deferred tax assets 21411571 21478994

Less valuation allowance 21411571 21.478.994

Net deferred tax assets net of valuation allowance

As of March 31 2009 we had net operating loss cany-forwards NOL of approximately $59 million for U.S
income tax purposes that expire in varying amounts through 2029 Approximately $4.5 million of the net operating

loss carry-forwards are attributable to stock options the benefit of which will be credited to additional paid-in

capital if realized However due to the provisions of Section 382 of the Internal Revenue Code the utilization of

portion of these NOLs may be limited Future ownership changes under Section 382 could occur that would result

in additional Section 382 limitations which could further restrict the use of NOLs In addition any Section 382

limitation could reduce our ability for utilization to zero if we fail to satisfy the continuity of business enterprise

requirement for the two-year period following an ownership change

The valuation allowance for deferred tax assets of $21.4 million and $21.5 million at March 31 2009 and March 31
2008 respectively relates principally to the uncertainty of the utilization of certain deferred tax assets primarily net

operating loss carry forwards in various tax jurisdictions The Company continually assesses both positive and

negative evidence to determine whether it is more-likely-than-not that the deferred tax assets can be realized prior to

their expiration Based on the Companys assessment it has determined the deferred tax assets are not currently

realizable

10 Stockholders Equity

In June 2007 we completed private placement of 1250000 shares of our common stock to two institutional

investors Cash proceeds net of offering costs were $5183677

In November 2004 we completed follow-on offering of 3600000 shares of our common stock The placement

agent was issued four-year warrants to acquire 360000 shares of common stock at an exercise price of $2.58 per

share which were recorded at fair value Cash proceeds net of offering costs were $6767465 Warrants to

acquire zero and 85267 shares of our common stock were outstanding at March 31 2009 and 2008 respectively
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11 Significant Customers

We have historically derived significant revenue from few key customers Revenue from Quantum Fuel Systems

Technologies Worldwide Inc totaled $1360909 $256393 and zero for the
years ended March 31 2009 2008 and

2007 respectively which was 16 percent percent and nil of total consolidated revenue respectively Revenue

from Invacare Corporation totaled $292414 $508903 and $830637 for the years ended March 31 2009 2008 and

2007 respectively which was percent percent and 12 percent of total revenue respectively Revenue from

Lippert Components Inc totaled $635144 $1271502 and $1059930 for the years ended March 31 2009 2008

and 2007 respectively which was percent 17 percent and 16 percent of total revenue respectively Revenue

from the Denver Regional Transportation District totaled $3337 $864540 and $417750 for the years ended March

31 2009 2008 and 2007 respectively which was nil 12 percent and percent of total revenue respectively

Trade accounts receivable from Quantum Fuel Systems Technologies Worldwide Inc were 16 percent and percent

of total accounts receivable as of March 31 2009 and 2008 respectively Inventories consisting of raw materials

work-in-progress and finished goods for this customer totaled zero as of March 31 2009 and 2008 Trade accounts

receivable from Invacare Corporation were percent and 16 percent of total accounts receivable as of March 31

2009 and 2008 respectively Inventories consisting of raw materials work-in-progress and finished goods for this

customer totaled zero and $45615 as of March 31 2009 and 2008 respectively Trade accounts receivable from

Lippert Components Inc were nil and percent of total accounts receivable as of March 31 2009 and 2008

respectively Inventories consisting of raw materials work-in-progress and finished goods for this customer totaled

$349066 and $211571 as of March 31 2009 and 2008 respectively Trade accounts receivable from the Denver

Regional Transportation District were nil and 20 percent of total accounts receivable as of March 31 2009 and

2008 respectively Inventories consisting of raw materials work-in-progress and finished goods for this customer

totaled zero as of March 31 2009 and 2008

Contract services revenue derived from contracts with agencies of the U.S Government and from subcontracts with

U.S Government prime contractors totaled $1989872 $2329248 and $2313856 for the years ended March 31

2009 2008 and 2007 respectively which was 23 percent 31 percent and 35 percent of total consolidated revenue

respectively Accounts receivable from government-funded contracts represented percent and 12 percent of total

accounts receivable as of March 31 2009 and 2008 respectively

12 Fair Value of Financial Instruments

The following methods and assumptions were used to estimate the fair value of each class of financial instruments

Cash and cash equivalents certflcates of deposit accounts receivable and accounts payable

The carrying amounts approximate fair value because of the short maturity of these instruments

Short-term investments

The carrying value of these instruments is the amortized cost of short-term investments which approximates fair

value See Note 1d

Long-term debt

The carrying amount of our long-term debt approximates fair value because the interest rate on this debt

approximates the interest rate currently available on similar financing offering comparable security to the lender
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13 Fair Value Measurements

Liabilities measured at fair value on recurring basis as of March 31 2009 are summarized below

Fair Value Measurements at Reporting Date Using

Quoted Prices Significant

In Active Other Significant

Markets

For Identical Observable Unobservable

Liabilities Inputs Inputs

Total Level Level Level
Deferred Compensation under

executive employment agreements 1073549 1073549

Note1 $397834 included in current liabilities and $675 715 included in long term liabilities on our
consolidated balance sheet as of March 31 2009

Liabilities measured at fair value on recurring basis as of March 31 2008 are summarized below

Fair Value Measurements at Reporting Date Using

Quoted Prices Significant

In Active Other Significant

Markets

For Identical Observable Unobservable

Liabilities Inputs Inputs

Total Level Level Level
Deferred Compensation under

executive employment agreementsW 997873 997873

Note $364000 included in current liabilities and $633873 included in long term liabilities on our
consolidated balance sheet as of March 31 2008
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Deferred compensation under executive employment agreements represents the future compensation potentially

payable under the retirement and voluntary termination provisions of executive employment agreements The

value of the Level liability in the foregoing table was determined under the income approach using inputs that

are both unobservable and significant to the value of the obligation including changes in the companys credit

worthiness and changes in interest rates

summary of the liability measured at fair value on recurring basis using significant unobservable inputs Level

follows

Fair Value Measurements Using Significant

Unobservable Inputs

Level for the

Fiscal Year Ended

March 31 2009 March 31 2008

Deferred Deferred

Compensation Compensation

On Executive On Executive

Employment Employment

Agreements Agreements

Balance at beginning of fiscal
year 997873 545539

Total gains or losses realized and unrealized

Included in earnings 75676 452334

Included in other comprehensive income

Purchases sales issuances and settlements net

Transfers in out of Level

Balance at the end of fiscal year 1073549 997873

Loss for the period included in earnings attributable

to the Level liability still held at the end of the period 75676 452334

14 401k Employee Benefit Plan

We have established 401k Savings Plan 401K Plan under which eligible employees may contribute up to 15

percent of their compensation Employees over the age of 18 who have been employed by us at least six months are

eligible to participate in the 401K Plan At the direction of the participants contributions are invested in several

investment options offered by the 401K Plan We currently match 33 percent of participants contributions subject

to certain limitations These matching contributions vest ratably over three-year period Matching contributions to

the 401K Plan were $82355 $75028 and $65658 for the years ended March 31 2009 2008 and 2007

respectively

15 Segments

At March 31 2009 we had two reportable segments technology and power products Our reportable segments are

strategic business units that offer different products and services They are managed separately because each

business requires different business strategies The technology segment encompasses our technology-based

operations including core research to advance our technology application and production engineering and product

development and job shop production of prototype components The power products segment encompasses the

manufacture and sale of permanent magnet motors and electronic controllers Salaries of the executive officers and

corporate general and administrative expense are allocated to our segments annually based on factors established at

the beginning of each fiscal year The percentage allocated to the technology segment and power products segment

for the fiscal year ended March 31 2009 was 76 percent and 24 percent respectively The percentage allocated to

the technology segment and power products segment for the fiscal years ended March 31 2008 and 2007 were 75
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percent and 25 percent and 61 percent and 39 percent in each year respectively Intersegment sales or transfers
which were eliminated upon consolidation were $970277 $710416 and $143880 for the years ended March 31
2009 2008 and 2007 respectively

The technology segment leases office production and laboratory space in building owned by the power products

segment based on negotiated rate for the square footage occupied Intercompany lease payments were $174000
$169562 and $184164 for the years ended March 31 2009 2008 and 2007 respectively and were eliminated

upon consolidation

The following table summarizes significant financial statement information after deducting intersegment
eliminations of each of the reportable segments as of and for the

year ended March 31 2009

Power

Technology Products Total

Revenue 5455934 3272377 8728311
Interest income

194384 4563 198947
Interest expense 33387 33387
Depreciation and amortization 312154 234689 546843
Impairment of long-lived assets

Impairment of inventories 28546 13067 41613
Impairment of investment 89369 89369
Segment loss 4123174 278845 4402019
Total assets 8840077 3582755 12422832
Expenditures for long-lived segment assets 579932 7110 587042

The following table summarizes significant financial statement information after deducting intersegment
eliminations of each of the reportable segments as of and for the

year ended March 31 2008

Power

Technology Products Total

Revenue 4391213 3117109 7508322
Interest income 454466 8782 463248
Interest expense 40652 40652
Depreciation and amortization 223815 213984 437799
Impairment of long-lived assets 820 10335 11155
Impairment of inventories

Impairment of investment

Segment loss 3874639 711466 4586105
Total assets 12511384 3891162 16402546
Expenditures for long-lived segment assets 610303 243917 854220
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The following table summarizes significant financial statement information after deducting intersegment

eliminations of each of the reportable segments as of and for the year
ended March 31 2007

Power

Technology Products Total

Revenue 4026255 2626939 6653194

Interest income 439460 6118 445578

Interest expense
47422 47422

Depreciation and amortization 244401 169921 414322

Impairment of long-lived assets 889 889

Impairment of inventories

Impairment of investment

Segment loss 2870307 561050 3431357

Total assets 10168939 3843668 14012607

Expenditures for long-lived segment assets 162690 241091 403781

16 Commitments and Contingencies

Employment Agreements

The Company has entered into Employment Agreements with Messrs Rankin French Burton and Lutz pursuant to

which each has agreed to serve in his present capacity for five year term expiring on August 22 2012 Pursuant to

the Employment Agreements Messrs Rankin French Burton and Lutz shall receive an annual base salary of

$327000 $217000 $195000 and $177000 respectively
Each executive also receives the use of an automobile

and may receive bonuses stock awards and stock options

Messrs Rankin and Frenchs Employment Agreements provide that if employment is terminated by the Company

or the executive without cause during or after the term of the agreement upon attaining twenty years of service as an

officer or upon retirement after attaining age
62 1/2 the officer shall receive 24 months salary If the officer

voluntarily terminates his employment after attaining twenty years of service as an officer and provides at least six

months notice he shall receive one month of pay for each year of service as an officer up to maximum payment of

24 months pay If the executive has less than twenty years
of service or does not provide at least six months notice

he shall receive three months salary unless the Company is in default under the Agreement which shall be

considered termination by the Company without cause

Messrs Burton and Lutzs Employment Agreements provide that if employment is terminated by the Company or

the executive without cause during or after the term of the agreement the officer shall receive the greater of six

months pay or one month of pay for each year of service as an officer If the officer voluntarily terminates his

employment and provides at least six months notice he shall receive six months pay If the executive does not

provide at least six months notice he shall receive two months salary unless the Company is in default under the

Agreement which shall be considered termination by the Company without cause If the Executive provides at

least six months notice of his voluntary retirement after attaining 62 1/2 years of age executive shall receive total

payment consisting of one month of pay for each year
of service as an officer plus six months of pay up to

maximum total payment of 24 months pay

Messrs Rankin French Burton and Lutzs Employment Agreements provide that upon termination by the

Company following hostile change of control of the Company the officer shall receive twice the payment due on

termination by the Company If an officer dies during employment his estate shall receive three months

compensation If the officer elects to retire at 62 1/2 years
of

age or upon attaining 20 years of service with the

Company the officer shall be entitled to continue to participate in the Companys group
health insurance plan at

the same cost as employees until attaining age
65
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The employment agreements further provide that the Company shall maintain at its expense life insurance coverage
on Messrs Rankin French Burton and Lutz payable to their designees in an amount equal to three times the annual

compensation payable to each executive

The aggregate future base salary payable to these four executive officers under the Employment Agreements over

their remaining forty-one month term is $3129667 In addition the Company has recorded liability of

$1073549 representing the potential future compensation payable to Messrs Rankin French Burton and Lutz

under the retirement and voluntary termination provisions of their Employment Agreements

Lease Commitments

At March 31 2009 there were no operating leases with initial non-cancelable terms in excess of one year

Rental expense after deducting sublease payments of zero zero and $185500 for the years ended March 31 2009
2008 and 2007 respectively was $59648 $59400 and $66644

Litiffation

In November 2007 we filed an arbitration claim with the American Arbitration Association AAA against
Phoenix MC Inc as successor by merger to Phoenix Motorcars Inc Phoenix seeking damages for Phoenixs

breach of the Purchase and Supply Agreement between Phoenix and UQM Technologies Inc dated January 12
2007 The matter was heard by an AAA arbitration panel the Panel in December 2008 On February 24 2009
the AAA notified us of the Panels findings that Phoenix had materially breached the Agreement and awarded

monetary damages to us in the amount of $5309649 In addition the Panel awarded us post-award interest at the

rate of 10 percent per annum on the unpaid amount of the award subsequent to February 2009 On April 27
2009 Phoenix filed Chapter 11 Bankruptcy petition with the U.S Bankruptcy Court As result of the

bankruptcy filing efforts to collect on the arbitration award are stayed At this time whether to what extent and

when we will be able to recover any of the amounts that Phoenix owes is uncertain

We are involved in various claims and legal actions arising in the ordinary course of business In the opinion of

management and based on current available information the ultimate disposition of these matters is not expected to

have material adverse effect on our financial position results of operations or cash flow although adverse

developments in these matters could have material impact on future reporting period

17 Interim Financial Data Unaudited

Ouarters Ended

June 30 September 30 December 31 March 31

Fiscal
year 2009

Sales 1793355 2277331 2873595 1784030
Gross profit 194260 415114 863560 292710
Netloss 999715 1538111 764101 1100092

Net loss per common share basic and diluted 0.Q 003 QQ
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quarters Ended

June 30 September 30 December 31 March 31

Fiscal year 2008

Sales 1454452 1990591 1714858 2348421

Gross profit
28903 363902 273570 410488

Net loss 1128751 1139894 1306996 1010464

Net loss per common share basic and diluted $QQ

quarters Ended

June30 June30 June30 June30

Fiscal year 2007

Sales 1301332 1614218 1726526 2011118

Gross profit
122131 121840 153186 266144

Net loss 762796 879570 824019 964972

Net loss per common share basic and diluted QQ4

18 Valuation and Qualifying Accounts

Additions

Balance at Charged to Charged

Beginning Costs and to Other Balance at End

of Year Expenses Accounts Deductions of Year

Year ended March 31 2009

Not deducted from asset accounts

Accrued warranty cost 117645 121776 154976 84445

Year ended March 31 2008

Not deducted from asset accounts

Accrued warranty cost 74850 98434 55639 117645

Year ended March 31 2007

Not deducted from asset accounts

Accrued warranty cost 39480 85955 50585 74850

Note Represents actual warranty payments for units returned under warranty
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